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HAECO's second hangar at Hong Kong
International Airport opened i December 2006.
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FINANCIAL CALENDAR AND INFORMATION FOR INVESTORS

MBERREREEEA

Financial Calendar 2007 —SRLFEEMBEAOE

Annual Report sent to sharehelders 10th April  FEREEEZERE mAtA
Shares trade ex-dividend 27th April - RBBRERE mA=t+tA
Share registers closed 2nd -8th May REBFFREENHE EA=-HENA
Annual General Meeting 8th May HRREFAE EANE
Payment of 2006 final dividend 18th May KN -ZTAEERERE EA+TAB
Six months ending 30th June 2007 BE-DBLFAA=1+ALAREA

[nterim results announcement August  EffhHE& MR

Interim dividend payable September  ERBPHKRE nA




HIGHLIGHTS
=

Change |
2006 2005 aE

{in HK$ Million) (B EHET)
Turnover 3,844 32 232 ERER
Net operating profit 79 508 53.1 ERFEH
Share of after-tax results of jointly controlled companies EEREQRRREEE

— Hong Keng Aero Engine Services Limited 282 229 235 - BRNMEREEEERBEARAR

— Other jointly controlled companies 48 38 25.8 - RitRELE
Profit attributabie to the Company’s sharehoiders 847 618 370 REBEEEER
Net cash generated from operating activities 1,063 843 6.1 HEEXRECHNEEBHE
Net cash inflow before financing activities 466 575 -189 HMEERBANRERAFE
Total equity 4,347 4,098 6.1 HERBH
(number of shares in "000) (RWE LT Ra)
Average number of shares in issue 166,325 166,325 - TFHCRTHRAHE
{in HK3) ()
Earnings per share attributable to the Company's

shareholders (basic and diluted) 5.09 3.72 37.0 ARRFEEAESRERN (BFREH)
Interim and final dividends per share 2.25 1.60 46 SBRIERRABE
Special dividend per share 2.50 - N/A  BRERRE
Equity attributable to the Company’s shareholders per share ~ 22.04 21.12 44 RRBRELSRER

Notes: Additional financial information of the Group's jointly controlled

companies is presented on page 46.

B ERAEARNMNBBRARED SRR -

HONG KOMG AIRCRAFT ENGINEERING COMPANY LIMITED
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GROUP PROFILE
EEE

Land for hangars 3 & 4 "~
HEEES RmM ML ~

HAESL overhauls Rolls-Royce Trent, and 524
engines. It is building a 2,800 square metre
extension. HAECO has a 7,000 square metre
facility performing compenent overhaul and
training.
FEMTREBREERE QSRS RN
ARNOARC BEITAETE - ZARETHR
BERE-TNEEHANERRTD - B4
IRERAEREETERRER  ERD
HRERIEINAIE -

HAECO
Component
Overhaul

& Training
Centre
BHIEEHXE
Bl dal

HAESL
Administration
Building
EHEMTRHBES
BRHABTHXE

HAECQ provides line maintenance for about 70 airlines.
It also performs heavy maintenance in two hangars
which hold six wide-bodied aircraft fully docked. It has
entered into a contract with the Airport Authority of
Hong Kong for land to build a third and a fourth hangar.

BEIBRANLHRAS D TRBIADEMSRE -
URREREETAREEIRE  ZWERERT
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HAESL Engine HAESL expansion

Test Cell {under construction}
EEMEUHREE FHAPRERGES
BR¥5 A B Sl B Rla 5 BHEARARBEDSP(ER)

HAESL Workshop
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TAECO has four hangars holding eight wide-bodied aircraft fully
docked. it will commission a fifth hangar in mid 2007 and has a
new training centre and a sixth hangar under construction. Each
of the additional hangars will hold two wide-bodied aircraft.

TAECO has approvals to handle a wide variety of aircraft types.

Landing Gear It specialises in heavy maintenance on Boeing 747 aircraft
Workshop including passenger to freighter conversions. It also provides fine
{(under construction} maintenance at a number of airports in China.

EEREHEM(ER) The new joint venture landing gear overhaul facility will be built
next 10 TAECO's hangars.

Py,
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q SRS S BISEORERE o HATFR— @SN - B HHES
{under construction) / RIBZ2LFHERAENK  BREREREEEET - WE
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, Hang

ERALREIRQABIREELSERRNRE  WEME
TRETATERBAABGETE  SREANERRIR -
FRATRIE SRR BEERE -

HRI-FEERABSELE ERESEREMAGRE
TRARMERN -

Engine
run-up pens

STAECO provides line and hase maintenance to
Shandong Airlines and specialises in perform-
ing heavy maintenance and passenger to
freighter conversions for Boeing 737 aircraft for
other airlines. Its two hangars can fully dock
five Boeing 737 aircraft.

WRAGRBIERARLRRE A TRH
HBREBEIEERY - YEMAEARE D
AETRETIERBASEESRERYE
RBTRE - ROAMBRETARIRZHE
B ERERARTTITHRME -

Staff Quarters




TEN YEAR FINANCIAL SUMMARY

TEMBEHRE

[T - e

i 1997 1998 1999 2000 2001
' (in HK$ Million)
Turnover 2,315 2,064 1,938 1,874 1,983
Net operating profit 313 17 - 262 127
Share of after-tax results of jointly controlied companies 40 43 61 134 197
Profit attributable to the Company's sharehoidars 320 146 59 400 2
Dividends 148 11 81 106 103
et assets employed:
Non-current assets 1,057 1,895 1,773 1,708 1,635
Net current assets 59 338 760 908 1,078
Net cash equivalents 889 429 89 8 13
tess: non-current liabiiities - (116) (13 (110} (107)
’ 2,542 2,546 2,509 2,514 2,718
‘ Financed by:
Equity attributable to the Company's shareholders 2,537 2,541 2,504 2,509 2,713
; Minority interests 5 5 5 5 5
f 2,547 2,546 2,509 2,514 2,718
{in HK$)
: Results per share:
' Earnings attributable to the Company's shareholders 1.73 0.79 0.32 2.40 1.87
! Interim and final dividends 0.60 0.44 0.57 0.61 0.65
Special dividend - - - - -
! Equity attributable to the Company’s shareholders 13.70 13.72 13.53 15.02 16.30
5 Interim and finat dividend cover — times 2.16 1.31 0.73 379 2.88
Number of staff:
HAECO 4,587 4,335 3,561 3,460 3,445
i TAECO 927 1,105 1,390 1,614 1,792
! HAESL 571 523 558 621 668
: lointly controlled companies in which HAECO and
TAECO own at least 20% 98 108 258 281 316
6,183 6,075 5767 5976 6,221
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HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
EARBIEZFRLH

O TARCO #MAZRALIELA

-

Profit attributable to the Company's shareholders
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2002 2003 2004 2005 2006
(BRERT)
2,118 1992 2,134 3,121 3,844 EROR
276 104 219 508 779 2 5B RUR
227 263 256 267 330 B4 A ) T R 4 M
465 345 438 618 347 NS I
539 306 181 266 790 | ma
FAARSE :
1,597 1,513 3229 3,495 4,063 FRBRE
1,214 1,167 113 131 63 RBRERE
475 408 527 791 559 REZMNFE
(104) (100) (265) (319) (338) - ¥ ERBARK
3,182 2,988 3,604 4,098 4347
RZ -
3,177 2,983 3,109 3,512 3,665 2 FIRR A A a
5 5 495 586 682 SRBERE
3,182 2,988 3,604 4,098 4,347
! f (87
! T ¢
2.80 2.07 263 3.72 5.09 | ARRERIERF
0.74 0.84 1.09 1.60 225 | A B AR
2.50 1.00 - - 250 | Bl
19.10 17.93 18.69 21.12 2204 AR RS
3.78 2.46 242 232 226 | BAE IR AR R L R R
i BINME:
3,399 3,297 3,343 3,757 4,356 EMTE
1,870 1,927 2,250 2,945 4,098 WPIAE MBIEL T
683 678 689 750 805 ERMEREMEHEEAR
BRTERMPAASRBIEAT
362 499 599 731 859 REELWRMBNARAT
6,314 6,401 6,881 8,183 10,18
Earnings attributable to the Company's shareholders Number of staff
and interim & final dividends per share , BI#A
ARRREESRRIATHPMERERE G s ne O i amanaznan @ g
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CHAIRMAN'S STATEMENT
TRBEE

RESULTS

Strong demand for the Group's hangar maintenance services and
for the engine overhaul services of its jointly controlled companies
resulted in profit attributable to shareholders increasing by 37.0% to
HK$846.8 million.

Your Directors have recommended a final dividend for 2006 of
HK$1.60 per share which, together with the interim dividend of
HK$0.65 per share and a special dividend of HK$2.50 per share
paid on 26th September 2006, results in a total distribution for the
year of HK$4.75 per share.

INVESTMENTS

During the year the Company increased its effective interest in
Taikoo (Xiamen) Aircraft Engineering Company Limited {"TAECO")
by 2% to 56.55% and in Taikoo (Shandong) Aircraft Engineering
Company Limited by 10% to 35.65%.

The Company opened its second hangar at Hong Kong International
Airport in December 2006 and has reached agreement with the
Hong Kong Airport Authority to build a third hangar and to extend
its franchise and leases at the airport to 2036. The third hangar is
expected to open in the first half of 2009.

TAECO's fifth and sixth double-bay hangars at Xiamen airport
are planned to open in mid 2007 and in the first quarter of 2009
respectively. HAESL is building an extension to its engine build
area which is planned to open in early 2008.

The Group expanded its inventory technical management services
during the year and has agreed to an investment of HK$120
million in a new joint venture formed to overhaul landing gear in
Xiamen. It continues to look at other opportunities to expand its
aviation maintenance and repair services.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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Rolls-Royce Trent 800 engine
with test equipment installed, in
transit to HAESL's test cell for a
performance test.
BHFERHABF00RSIRE L TRSRE
EEGEEAEIDAGERELTNILS

ETIERERE




CHAIRMAN'S STATEMENT
EX 258

STAFF

Rapid growth has required a high level of recruitment with the
total staff numbers increasing 23.6% to approximately 10,100
during the year. | would like to welcome the new employees and,
on behalf of the shareholders, thank all staff for the hard work
which has produced this year’s strong results.

OUTLOOK

The Group's prospects are good given the recent increase in
hangar capacity, strong demand for its heavy maintenance services
and the growth in the fleets of Hong Kong based customers. It
will, however, take time to increase the number of fully trained
staff to a level which matches the additional capacity and results
will be moderated by associated cost increases and the impact of
the appreciation of the Renminbi on TAECO’s margins.

Christopher Pratt
Chairman
Hong Kong, 6th March 2007

HONG KONG AIRCRAFT ENGHNEERING COMPANY LIMITED
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REVIEW OF OPERATIONS
XBE DR

The Company's profit attributable to its shareholders comprises: AFMRREGBEE
Change
2006 2005  m@ ®
(in HKS Million) (BMEAT)
HAECO Hong Kong operations 305 256 19 RBRIBEZENEY
Share of: et
TAECO 221 102 117 ERAHRBEIBRLE
HAESL and SAESL 282 229 23 EENERORECRELARMMEREED
BEBRE QT
Other jointly controlled companies 39 31 26 Hip g
847 618 37
HAECO Hong Kong Operations BERIRCEFEORE

The Company’s Hong Kong operations comprise heavy maintenance at
hangars and line maintenance at the passenger and cargo terminals
at Hong Kong International Airport as well as component overhaul at
Tseung Xwan O and inventory technical management services.

The heavy maintenance division provided most of the growth for the
Hong Kong operations this year with 1.85 million manhours sold, a
12.8% increase over 2005, fts 1,694 staff (2005: 1,204), provide a
comprehensive range of scheduled maintenance checks, modifications and
overhaul work on a wide variety of aircraft types. Approximately 61% of
the division's work was for airlines based outside Hong Kong. It competes
on price, availability of space, turnround time and quality of workmanship
with other Maintenance and Repair Organisations worldwide.

The Company commissioned its second hangar at Hong Kong
International Airport in December 2006. This hangar can handle three
wide-bodied aircraft simultaneously.

The Company has also entered into an agreement with the Hong Kong
Airport Authority to lease additional land at the airport and, subject to
certain conditions, extend its franchise to 2036. This will allow it to
build an additional light maintenance hangar which is planned to start
operation in the first half of 2009 and provide additional space for a
further hangar at a later date.

Line maintenance experienced modest growth as a result of increases
in movements by most customers offset by the loss of China Airlines
business. The overall average number of movements handled by HAECO
was virtually unchanged at 250 per day.

HGNG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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The component overhaul division occupies 7,000 square metres of
modern workshop space ai Tseung Kwan O and employs 199 people.
Utilisation of these facilities during the year improved as a result of
adding new capabilities.

The Company's inventory technical management service for rotable spares
produced satisfactary profits with assets under management expanding
fram HK$180 million to HK$211 million. It now includes Airbus 340-600,
340-500, 330-300 and 300-600F as well as Boeing 747 aircraft.

Taikoo (Xiamen) Aircraft Engineering Company
Limited

TAECO performs heavy maintenance and passenger to freighter
conversions using its four double wide-body bay hangars at Xiamen
Gaogqi International Airport. It also performs line maintenance operations
in Beijing, Shanghai and Xiamen which, while representing only a small
percentage of its total turnover, handled an average of 39 flights per day
during the year and continue to expand.

The opening of a fourth hangar at the end of 2005 and very strong
demand allowed TAECO to expand its heavy maintenance work
substantially. Sold manhours increased from 2.47 mitlion in 2005
to 3.58 million in 2006 and profit attributable to the Company's
shareholders increased by 117% to HK$221 million. Three of TAECO's
bays are dedicated to performing Boeing 747-400 passenger to freighter
conversions for Boeing with seven aircraft being completed during the
year and four in progress at the year-end. The remaining TAECO capacity
is used for heavy maintenance with Cathay Pacific Airways, fapan Airlines
and All Nippon Airlines being its most significant customers.

TAECO is building a fifth double wide-body bay hangar which is planned
to open in mid 2007 and a sixth which is planned to open in the first
quarter of 2009. It is also building a new training centre. At the end of
2006 TAECO's headcount totalled 4,098.

Hong Kong Aero Engine Services Limited
HAESL (45% owned) overhauls Rolis-Royce engines at its facility at

Tseung Kwan O. It faced strong demand throughout the year and worked
at close to the maximum sustainable capacity of its workforce handling
212 engine equivalents as compared to 202 for 2005, Singapore Aero
Engine Services Pte. Limited ("SAESL"), in which HAESL has a 20%
interest also had a strong year with increased turnover and profitabitity.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
I ERAMIBERALA
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REVIEW OF CPERATIONS
AHER

The Group's share of the after-tax profit of HAESL including its interest in
SAESL rose by 23% to HK$282 million.

HAESL increased its headcount by 55 and further enhanced its
component repair capability during the year with its turbine blade repair
cell gaining the ‘gold centre of excellence’ award from Rolls-Royce Aero
Repair & Overhaul. It also commenced construction of a HK$85 million
2,800 square metre extension to its facility.

Other Jointly Controlled Companies
The Group's other jointly controlled companies comprise:

s EADS SOGERMA HAECO Services Company Limited (50% owned)
which provides computerised testing of components.

* Honeywell TAECO Aerospace (Xiamen) Company Limited (25% owned
by HAECO and 10% by TAECO) which overhauls auxiliary power units
and other rotables.

» Goodrich Asia-Pacific Limited (49% owned) refurbishes carbon brakes
and overhauls wheel hubs at Fanling, in Hong Kong.

» Goodrich TAECO Aeronautical Systems Limited (35% owned by TAECO}
averhauls fuel control systems and pumps in Xiamen.

o [N-Services Asia Limited (35% owned) sells Intertechnigue components,
and provides a warranty and repair service to customers.

* Taikoo (Shandong) Aircraft Engineering Company Limited, (30% owned
by HAECO and 10% by TAECO) provides a heavy maintenance service
at Jinan for Boeing 737 and other narrow-bodied aircraft. It also
provides Boeing 737 passenger to freighter conversions.

All these companies produced improved results with exception of
EADS SOGERMA HAECO which experienced lower work volumes. Their
total contribution to the Group’s results increased by 26% to HK$39
million.

In February 2007, HAECO acquired EADS SOGERMA's 50% interest
in EADS SOGERMA HAECO to make it a wholly owned subsidiary and
renamed it HAECO ATEC Component Service Limited.

@ HONG KONG ARCRAFT ENGINEERING COMPANY LIMITED
GRERAIBHARLA
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REVIEW OF OPERATIONS
ABEER

Financial Review MEQOE
Change
2006 2005 g %

{in HK$ Milfion) (B EHT)

Consolidated profit and loss account GAEMZ R

Turnover 3844 3,12 23 BEAR
The increase in turnover comprises a 10% increase for the HELEREN BRAREEENERERAED
Company's Hong Kong operations and a 54% increase for ZTREMAASREBIZAINENSRETSZE
TAECO. T+ e

Operating profit 749 501 50 BEEA
The increase in operating prefit is driver primarily by the BEDAEN TERHAREMALTREIES
growth in turnover and by improved margins at TAECO arising AEERE MR RERBRA A - ERED
from the increase in its volume of business. It comprises an AEFBNERERFISZS  REMATRE
increase of 6% for the Company's Hong Kang operations and a IBATMEBEREA2—E—1TH-
115% increase for TAECO.

Share of after-tax results of jointly controlled companies 330 267 24 Efﬁg}gﬂaﬂﬁ;ﬂﬁﬁ%ﬁ
HAESL and SAESL account for HK$282 million of the profic. The FANZRBULBRBLARFNAREE
HK348 miltion profit frem other jointly controlled companies iﬂ&%ﬂﬁﬁﬁ""‘ ﬂﬁm;ﬁﬁ—ﬁf\*—ﬁ%f’%
includes HK$9 million attributable to minority interests and B %ﬂﬁﬁﬂ?ﬂgamxﬁﬂ@#g/‘* A
HK$39 million attributable to HAECQ's shareholders. GRIBEREERNBEAEAIRENTIR

BREGEIER=TAEER -

Profit for the year 1,028 710 45 FEEF
This comprises HK$847 million attributable to HAECO FEGRHOEERTIERRBERRBENERT
sharehalders and HK$181 million attributable to minority LEER  LPHRERAHAUAY-EAT-EE
interests. The main elements of the profit are HAECG's Hong ToBAEEREBTIRASBNERBR =
Kong operations HK$305 million, TAECC HK$394 million and RREHAR  BMAHRBIEAGEM =BT
HAESL HK$282 miltion. NHEEL REBHTRBRESREATER=

BAT-HHET -

Consolidated balance sheet GAENEARE

Non-current assets 4,063 3,495 16 FHBERE
The majority of the net increase of HK$568 million during the FARNFRABYIE~TNEEBRL  ASS
year arose from HK$690 million capital expenditure offset by FEM A ENTEAERBHEE BN E
HK$22¢ millior: depreciation and amortisation, FREHEAREEMI R -

Net current assets HEEERE
Deposits and bank balances 834 877 -5 BRREBTER
Working capital assets 769 643 20 SEELEE
Working capital liabilities (981) (598) | 64  EEEELAME
Net current assets 622 922 -33 REEERE
The increase in working capitai assets and liabilities is driven EERCHERAMRN DASEEEERE
by the growth in the Group’s business volume and FHRAMR IR ATH -

accruals for capital expenditure payments.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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Change

2006 2005 mE *
(in HK$ Miliion) (BMEET)
Consolidated cashflow statement GeRaRRE
Net cash generated from operating activities 1,063 843 6 EEXBELMASTE
HK$505 million was generated by HAECQ's own operations BETAESIAHTMBSTIER GNEREL - 4
and HK$557 million by TAECO. HABATLEERAEAMRSRETELTES -
Purchases of property, plant and equipment 690 546 26 BRYE - BERRH
Capital expenditure during 2006 included HK$505 miltion CERATHEAEMEETARTEERENTE
on new hangars and HK$47 million on rotables managed for PIEHER  RARAMELRERWE A@4H
airlines. WOTtEEmL-
Dividends and loan repayments received from jointly 321 318 1 REZLTRDRNRE REX

controlled cempanies
Dividends received in 2006 comprised HK$299 million
from HAESL and HK$ 16 million from Goodrich Asia Pacific.

CECAFYDENREEERSEENERBEE
HEELREN _BATATE TR RE Goodrich
Asia Pacific;B% —F/~EHT - '

Net Liquid Funds and Financing

The Group had deposits and net cash equivalents of HK$834 million at
31st December 2006 together with committed but undrawn banking
facilities of HK$400 million. This is considered sufficient to meet
its committed operating, working capital and capital expenditure
requirements for 2007.

Currency Fluctuations

The Group's income is substantially in HK dollars and US dollars and is
-matched by expenditure in the same currencies. The exception to this is
TAECO which has substantial Renminbi expenditure. TAECO reduces its
exposure to changes in the exchange rate of the Renminbi against the
US dollar by retaining surplus funds in Renminbi and by selling US dollars
and HK dollars farward for Renminbi. At 31st December 2006, TAECO
had sold forward a total of US$31 million and HK$680 million to fund
part of its Renminbi requirement for 2007, 2008 and 2009.
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CORPORATE GOVERNANCE
TERER

Corporate Governance Practices

The Board is committed to a high standard of corporate governance and

has adopted the Code on Corporate Governance Practices (the "Code”)

promulgated by The Stack Exchange of Hong Kong Limited. It has complied

throughout the year with all the mandatory code provisions and with all the
recommended best practices with the following two exceptions;

* quarterly reporting (Section C.1.4 of the Code) which the Board considers
would provide little information of additional value to shareholders while
increasing administrative costs and pressure to focus on short-term results
rather than long-term value creation.

* establishing a nomination committee (Section A.4.4 of the Code) as the
Board considers it is in the best interest of the Company and potential
new appointees that they collectively review and approve the appeintment
of new directors.

Investor Refations

All communications for shareholders including reports, announcements and
the results of polls of shareholders at shareholder meetings are posted on
the Company's website: www.haeco.com. Printed copies of the Annual
and Interfm Reports are also sent to all shareholders. Briefings for the
investment community are held shortly after the interim and final results
" announcements.

The Company's 2006 Annual General Meeting was held on 9th May 2006
and the minutes are posted on the Company’s website. This meeting was
open to all shareholders and members of the press. The votes of the Annual
General Meeting were taken by poll and the poll results were published in
newspapers and posted on the Company’s website.

Key sharehoider dates for 2007 are set out on the inside front cover of this
report.

Frem information publicly available to the Company and within the
knowledge of its Direciors, at least 25% of the Company's total issued share
capital has been held by the public at all times,

Board of Directors

The Company is governed by a Board of Directors which is responsible
for directing and supervising its affairs. This Board is accountable to
shareholders for the development of the Group with the goal of maximising
long-term shareholder value, while balancing broader stakeholder interests.

The Board is also responsible for the integrity of financial information and the
effectiveness of the Group’s systems of internal control and risk management
processes. The Divectors acknowledge their responsibility for the preparation
of the accounts of the Company, its keeping of fair and accurate accounting
records and its compliance with the Hong Kong Companies Ordinance. The
Board has, with the assistance of its Audit Committee, conducted a review of
the effectiveness of the Group’s system of internal control.
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The Board comprises the Chairman, five other Executive Directors, and ten
Non-Executive Directors. The roles of Chairman and Chief Executive Officer
are segregated and are not performed by the same person. All Directors
are subject to re-election by shareholders every three years. New Directors,
being individuals who are suitably qualified and expected 1o make a positive
contribution to the perfarmance of the Board, are identified by existing
Directors and proposed to the Board for appeintment. A Director appointed
by the Board is subject to election by sharehalders at the first general
meeting after his appointment.

The Non-Execuiive Directors bring independent judgement on issues of
strategy, performance, risk and people through their contribution at Board
and Committee meetings. The Board considers that five of the ten Non-
Executive Directors are independent in character and judgement and fulfil
the independence guidelines set out in Listing Rule 3.13. The Company has
received from each of its Independent Non-Executive Directors an annual
confirmation of his independence pursuant to Listing Rule 3.13 and the
Company still considers all its Independent Non-Executive Directors to be
independent.

The Chairman ensures that the Directors receive accurate, timely and clear
information. Directors are encouraged to update their skills, knowledge
and familiarity with the Group through their initial induction, ongoing
participation at Board and Committee meetings, and through meeting key
members of management.

All Directors have access to the services of the Company Secretary who
regularly updates the Board on governance and regulatory matters. Any
Director wishing to do so in the furtherance of his or her duties, may
take independent professional advice through the Chairman at the
Company’s expense. The availability of professional advice extends to the
Audit and Remuneration Committees.

The Company has arranged appropriate insurance cover in respect of legal
actions against its Disectors and Officers.

Minutes of Board meetings are taken by the Company Secretary and,
together with any supporting Board papers, are available to all Board
members.
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CORPORATE GOVERNANCE
EETEH

The Board has three sub-committaes: an Executive Committee, an Audit
Committee and a Remuneration Committee. The Audit and Remuneration
Committees have terms of reference which accord with the principles set out
in the Code and minutes are taken by the Company Secretary. The work of
these Committees is reported to the Boarc.

All Directars disclose to the Board on their first appointment their interests
as a director or otherwise in other companies or organisations and such
declarations of interests are updated annually. When the Board considers
any propasal or transaction in which a Directer has a conflict of interest, the
Director declares his interest,

Directors’ Securities Transactions

The Company has adopted a code of conduct ("the Securities Code”)
regarding Directors’ securities transactions en terms no less exacting than
the required standard set out in the Model Code for Securities Transactions
by Directors of Listed Issuers (“the Model Code”) contained in Appendix 10
of the Listing Rules. A copy of the Securities Code is sent to each Director
of the Company first on his appointment and thereafter twice annuaily, one
menth before the date of the Board meetings to approve the Company's half-
year result and annual result, with a reminder that the Director cannot deal
in the securities and derivatives of the Company until after such results have
been published, and that all his dealings must be conducted in accordance
with the Securities Code.

Under the Securities Code, Directors of the Company are required to notify
the Chairman and receive a dated written acknowledgement before dealing
in the securities and derivatives of the Company, and, in the case of the
Chairman himself, he must notify the Chairman of the Audit Committee and
receive a dated written acknowledgement before any dealing.

All the Directors of the Company have confirmed that they have complied
with the required standard set out in the Securities Code.

Directors” interests as at 31st December 2006 in the shares of the Company
and its associated corporations {within the meaning of Part XV of the
Securities and Futures Ordinance) are set out on page 30.

Executive Committee

The Executive Committee comprises five Executive Directors, two Non-
Executive Directors, one of whom chairs its meetings and two senior
executives of the Company, its jointly controlled companies, and customers,
It is responsible to the Board for overseeing the day-to-day operation of the
Company.

Audit Committee
The Audit Committee assists the Board in discharging its responsibilities
for corporate governance, financial reporting, and corporate control. The
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Committee consists of three Non-Executive Directors, two of whom including
the Chairman, Dinty Dickson Leach, are independent. All the members
served for the whole of 2006. At the invitation of the Committee, the
Director Finance, Manager Internal Audit of John Swire & Sons (H.K.) Limited,
and representatives of the external auditors regularly attend its meetings.
The Committee alsoc meets reqularly with the external auditors without the
presence of company management.

The terms of reference of the Audit Committee follow the guidelines set out
by the Hong Kong Institute of Certified Public Accountants and are available
on the Company website.

The Audit Committee met three times in 2006 and in March 2007. Each
meeting receives written reports from the external and internal auditors
covering matters of significance arising fram the work conducted since the
previous meeting, The work of the Committee included the following matters:

« reviewing HAECO management's assessment of the effectiveness of its
system of internal control including financial, operational and compliance
controls. This assessment was based on completing control self
assessment questionnaires.

* reviewing HAECO management's assessment of the effectiveness of its
risk management functions. This involved the compilation of registers of
the risks involved in managing the business and actively managing the
mitigation of these risks. Registers are kept both for enterprise wide risks
which are monitored by Executive Directors and for specific risks which are
monitared by departmental managers.

reviewing the 2005 annual, 2006 interim and annual financial statements.

» after reviewing the independence of the external auditors,
PricewaterhouseCoopers and the policy on their conducting non-audit
work, recommending their appointment to the Board, for the approval
by shareholders. Approving the 2006 audit pfan and the auditors’
remuneration.

 approving the annual internal audit programme, reviewing progress
against the programme and discussing matters arising. The Company's
internal audit coverage is provided by a combination of its own internal
section and visits by Swire Group Internal Audit.

¢ reviewing the Company’s compliance with regulatory and statutory
requirements;

Audit Committee meetings are usually heid a few days before Board
meetings with the results of the Audit Committee's work being reported to
and considered at the Board meeting.
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CORPORATE GOVERNANCE
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Remuneration Committee

The Remuneration Committee makes recommendations to the Board on the
Company's policy and structure for remuneration of Directors and senior
management. It comprises three Non-Executive Directors, two of whom -
Dinty Dickson Leach and Lincoln Leong — are Independent Non-Executive
Directors. It is chaired by Peter Johansen.

Under the Services Agreement between the Company and John Swire &
Sons (H.K.} Limited which was considered in detail and approved by the
tndependent Non-Executive Directors of the Company, staff at various levels,
including Executive Directors, are seconded to the Company. Those staff
report to and take instructions from the Board of the Company but remain
employees of the John Swire & Sons Limited (" Swire”) group.

In order to be able to attract and retain internationa! staff of suitabte
calibre, the Swire group provides a competitive remuneration package. This
comprises salary, provident fund, housing, leave-passage and education
allowances and, after three years' service, a bonus related to the profit of the
overall Swire group. The payment of bonuses on a group-wide basis enables
postings to be made to group companies with different profitability profiles.

Although the remuneration of these executives is not entirely linked to the
profits of the Company, it is considered that, given the volatility of aviation
related businesses, this has contributed censiderably to the maintenance of a
stable, motivated and high-calibre senior management team in the Company.
Furthermore, as a substantial sharekolder of the Company, it is in the best
interest of Swire to see that executives of high quality are seconded to and
retained within the Company.

A number of Directors and senior staff with specialist skills are employed
directly by the Company on similar terms with the principal exception that
their bonuses are paid by reference to the results of the Company alone,

The Remuneration Committee has reviewed this policy and the levels of
remuneration paid to Executive Directors of the Company. At its meeting
in November, the Committee considered a report prepared for it by Mercer
Human Resource Consulting Limited, an independent firm of consultants,
which confirmed that the remuneration of the Company’s Executive Directors
was in line with comparators in peer group companies. The Committee
approved individual Directors’ remuneration packages to be paid in respect
of 2007.
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No Director takes part in any discussion about his own remuneration.

The number of meetings held by the Board and Committees during the year
and the attendance of Directors who are members of these bodies is set out
in the table below.

EHBYRSRAMRAEGHMN I AR -

HERRBREREREFEHEMNEEXRRER
REZEREESOHFE BN TR -

Meetings attended/held
SREEIHETAE
Executive Audit Remuneration
Board Committes Committee Committee
Directors X% AR BiTEHER 2314 FHERR
Executive Directors WHEE
Christopher Pratt B2HE 22
Chan Ping Kit PRFA# 6/6 8/8
Charles Bremridge #Z@% 616 818
Mark Hayman SExX 6/6 8/8
J Robert Gibson £z 6/6 8/8
A Sathianathan »## 313 7/8
Non-Executive Directors X BEE
David M Turnbull ZWRE 44
{Note) (BiEE )
Derek Cridland R&X 6/6
Martin Cubbon Z5ES 22
Davy Ho Cho Ying 9% 6/6 5/8
Peter A Johansen & 6/6 313 33
Tony Tyler BZ8 6/6 8/8
Independent Non-Executive Directors Wi ENE
Bob Adams BxiE 6i6
Dinty Dickson Leach Z&f% 5/6 313 33
Lincaln Leong Kwok Kuen 2B 5/6 3/3 213
Albert Lam #X%F 313
David Tong B7# 313

Note : David Turnbull was an Executive Director until 315t January 2006 and then served as non-executive
Chairman until fis resignation in August 2006.

External auditors

The remuneration of the Group's external auditors is HK$1.0 million for
statutory audit fees as disclosed in note 4 to the accounts and HK30.2
million for other assurance and tax advisory services. The auditor's statement
regarding their reporting responsibilities is included in their audit report on
page 32.
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CORPORATE SOCIAL RESPONSIBILITY
tEHERME

Environment

The Group closely monitors the impact of its operations an the environment
and makes every effort to reduce the extent of this impact. Its facilities
incorporate systems to minimise the effect of effluents on the envirenment.
it has an ongoing programme to reduce energy and resource usage, and
to recycle waste where practicable. During 2006 it published its second
comprehensive environmental report on its Hong Keng operations which
is available on its website. It also participated in a Swire group study on
greenhouse gas emissions.

Health and Safety

The Group is committed to conducting its business in a manner which
protects the health and safety of its employees, customers, business
assaciates and the general public. Its safety management system includes
sefting targets and monitoring performance. Extensive safety training is
carried out and safety audits are conducted annually to ensure statutory
requirements are met and to improve safety management performance.

Staff and Human Resources
The Group's headcount was:

BRAGR

EEEIEERERIRREANRE  YHANER
MEREE  HRBCREZERRESR  BREETK
RERERREHNTE - RECHESSOTE - 6
HAORRRERNERR  WETHFRTRERBA
BE BB F  RERHETEERRRTHE =N
HRNRARS  LERNERBER - KETFSR
KL EEREZRREBMETORE -

BRRR2

FERBRNEEEREBCE - RRES  BF - XH¥
HFRABRHEENEZLE HEXEHEAFEERERE
RERELAR RESHHETRINE2ZIR
LR URARENSZARENNERETE
3

AIBRANRE
SENESABNT :

Change g
2006 2005 BE
HAECO 4356 3,757 16 BEIR
TAECO 4,098 2,945 39 BRALREIELAR
HAESL 805 750 7 BEARERBBEERRELT
Other jointly controlled companies in which ASIBREMALREIRLAGERBMA
HAECO and TAECO own more than 20% 859 731 18 BRAGHEMAELT
10,118 8,183 24

Community Relations

During ihe year the HAECO Group and its staff made donations of HK$3.3
million. This included HK$3.1 million to Hong Keng charities through the
Swire Group Charitable Trust, HK$100,000 from TAECQ for typhoon relief
and HK$92,000 raised in the 24-hour Pedal Kart Grand Prix for charitable
causes in Hong Kong. TAECQ continues ta support a scholarship fund for
Xiamen University and sponsared a new primary schoal.

HAECO is an active member of the Hong Kong International Airport
community. It co-operates with the Airport Authority to promote safety and
environmental protection at the airport and makes presentations to overseas
delegations.
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DIRECTORS AND OFFICERS
EERER ‘

Executive Directors

Christopher Dale PRATT , (BE, aged 50, has been Chairman and
a Director of the Company since August 2006. He is alse Chairman
of John Swire & Sons (H.K.) Limited, Swire Pacific Limited and Cathay
Pacific Airways Limited, and a Director of Swire Properties Limited, The
Hongkong and Shanghai Banking Corporation Limited and Air China
Limited. He joined the Swire group in 1978 and in addition to Hong
Kong has worked with the group in Australia and Papua New Guinea.

CHAN Ping Kit, aged 61, has been Deputy Chairman and Chief
Executive Officer since August 2001. He first joined the Company in
1966 and resigned as Deputy Chief Engineer (Maintenance) in June 1990.
He rejoined in December 1992 as General Manager (Base Maintenance &
China Operations) and was appointed a Director in November 1993 and
Managing Director in July 1998. He reached normal retirement age in
October 2005 and has contracted to work for the Company for a term of
three years until 31st October 2008.

John Charles Godfrey BREMRIDGE -, aged 50, has been Chief
Operating Officer since September 2004, He joined the Swire group
in November 1985 and in addition to Hong Kong, has worked with the
group in the United Kingdom, Japar, Australia, Korea and Bahrain. He
was Regional Manager Middle East, India & Africa of Cathay Pacific
Airways Limited before joining the Company.

John Robert GIBSON, aged 54, has been Director Finance since
September 2005. He joined the Swire group in March 1980 and was
transferred to employment by the Company as its Financial Controller in
Novernber 1984. He was seconded to Swire Pacific Limited from 1992 until
August 2005. He has resigned as a Director with effect from 7th March 2007.

Mark HAYMAN, aged 46, joined the Company in October 2001 and
has been Director Engineering since February 2002. He was previously
General Manager Engineering Planning and Technical Supplies of Cathay
Pacific Airways Limited. He joined the Swire group in 1987.

Michelle LOW Mei Shuen *, aged 46, was appointed an Executive
Director on 6th March 2007 and will become Director Finance on 7th
March 2007, She was previously Finance Director of Swire Pacific Limited
- Trading & industrial Division, and The China Navigation Company
Limited. She joined the Swire group in August 1987.

Mohan Joseph Ashokumar SATHIANATHAN, aged 59, has been
Director Commercial since May 2006. He first joined the Company in
1987 and resigned in 1989. He rejoined the Company in 1992 and was
appointed General Manager in August 1998. He was Executive General
Manager (Commercial) prior to his appointment as Director Commercial.
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Non-Executive Directors

Martin CUBBON *, aged 49, has been a Director of the Campany since
August 2006. He is also Finance Director of Swire Pacific Limited and a
Director of John Swire & Sons (H.K.) Limited, Swire Properties Limited and
Cathay Pacific Airways Limited. He joined the Swire group in 1986.

Christopher Patrick GIBBS, aged 45, has been a Director of the
Company since January 2007. He is aiso Engineering Director of Cathay
Pacific Airways Limited and a Director of Hong Kong Aero Engine Services
Limited. He joined Cathay Pacific Airways Limited in 1992.

Davy HO Cho Ying -, aged 59, has been & Director of the Company
since September 1933, He joined the Swire group in 1970 and has
worked with the group in Hong Kong and Taiwan. He is also a Director
of Swire Pacific Limited, Cathay Pacific Airways Limited and John Swire &
Sons (H.K.) Limited.

Peter Andre JOHANSEN ***, aged 64, has been a Director of
the Company since July 1984 and is Chairman of the Remuneration
Committee. He joined the Swire group in 1973 and has warked with the
group in Hong Kong and Japan. He is also a Director of John Swire &
Sons Limited and Swire Pacific Limited.

Antony Nigel TYLER *, aged 51, has been a Director of the Company
since December 1996. He joined the Swire group in 1977 and, in
addition to Hong Kong, has worked with the group in Australia, the
Philippines, Canada, Japan, ltaly and United Kingdom. He was appointed
Chief Operating Officer of Cathay Pacific Airways Limited in January 2005.
He is also Chairman of AHK Air Hong Kong Limited and a Director of John
Swire & Sons (H.K.) Limited and Hong Kong Dragon Airlines Limited.

Independent Non-Executive Directors

Robert Ernest ADAMS, aged 63, has been a Director of the Company
since October 2004, He is the Managing Director of LF Asia Investments
Limited, a member of the Li & Fung group. He previously was an Executive
Director of CITIC Pacific Limited.

James Seymour DICKSON LEACH **, aged 61, has been a Director
of the Company since July 1986 and is Chairman of the Aucit Committee.
He is a Director of CLP Holdings Limited and of China Construction Bank
(Asia) Corporation Limited.
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Albert LAM Kwong Yu, SBS, aged 62, has been a Director of the
Company since May 2006. He had more than 41 years of service with
the Government of the Hong Kong Special Administrative Region and
had been Director-General of Civil Aviation since October 1998 until his
retirement in April 2004. He is a Non-Executive Director of Lei Shing
Hong Limited and an Executive Director of New World First Bus Services
Limited.

Lincoln LEONG Kwok Kuen **, aged 46, has been a Director of
the Company since March 2003. He is also Finance Director of MTR
Corporation Limited and a Non-Executive Director of Tai Ping Carpets
International Limited.

David TONG Chi Leung, aged 36, has been a Director of the Company
since May 2006. He is also a Director of Sir Elly Kadoorie & Sons Limited,
Director of CLP Power Hong Kong Limited, Deputy Chairman of Hong
Kong Business Aviation Centre Limited and a Non-Executive Director of
Tai Ping Carpets International Limited.

Alternate: The Hon. Sir Michael David KADOORIE

Executive Officers

Merlin Bingham SWIRE *, aged 33, was appointed Director and
Chief Executive Officer of Taikoo (Xiamen) Aircraft Engineering Company
Limited, a subsidiary of the Company incorparated in the People’s
Republic of China, in May 2006. He joined the Swire group in 1997.

John CHI Tin Mong, aged 62, joined the Company in 1962. He was
appointed Director and Chief Operating Officer of Taikoo (Xiamen)
Aircraft Engineering Company Limited, a subsidiary of the Company
incorporated in the People’s Republic of China, in September 1996. He
reached normal retirement age in August 2004 and has contracted to
work for the Company, until 30th September 2008.

Secretary
David FU Yat Hung *, aged 43, has been Company Secretary since
January 2006. He joined the Swire group in 1988.

Notes:

#Member of the Audit Committee

* Member of the Remuneration Committee

* Employee of the John Swire & Sens Limited group
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The Directors submit their report and the audited accounts for the year
ended 31st December 2006, which are set out on pages 33 to 63.
Details of the following items are set out in the accounts as follows:

HERERZEE_STNF+ A=t -BLFENE
ERREELER - ZERAFIINE=A=REEAT
=K < B TS RATNFERHU T ABERERAA

Page
HE
Results 4 Consolidated profit and loss account & E# ik 33
Principal activities TE%H Note 1 FaE1 38
Interest FIS Note 7 BiE7 41
Dividends B & Note 10 MHEE10 42
Property, plant and equipment #1% - BERRH Note 12 Kiat12 43-44
Share capital f&# Note 19 FaE19 52
Reserves &ifs Note 20 #izt20 52
Commitments and contingencies 7R3 sfAH1g Notes 24 and 25 Kizt2425 55
Continuing connected transactions #RE@EZ S Note 26 Bt 26 56-57
Ten-year financial summary +ERERE

A ten-year financial summary of the results and of the assets and
liabilities of the Group is shown on pages 4 and 5.

Donations
During the year the Company and its subsidiary companies made
donations for charitable purposes totalling HK$3.3 million.

Agreement for services
The Company has an agreement for services with John Swire & Sons (H.K.)
Limited ("JSSHK"), the particulars of which are set out in the section on
continuing connected transactions.

As directors/employees of the John Swire & Sons Limited ("Swire”) group,
Charles Bremridge, Martin Cubbon, Davy Ho, Peter. Johansen, Michelle
Low, Christopher Pratt and Tony Tyler are interested in the JSSHK Services
Agreement (as defined below} and in the case of Peter Johansen alsa as
a shareholder. David Turnbull was interested as director and employee of
the Swire group until 31st January 2006.

Particulars of the {ees paid and expenses reimbursed for the year ended
315t December 2006 are set out in note 26 to the accounts.
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Major customers and suppliers (significant
contracts)

68.5% of sales and 46.3% of purchases during the year were attributable
to the Group’s five largest customers and suppliers respectively. 41.0%
of sales were made to the Group's largest customer, Cathay Pacific
Airways Limited {("CX"} and its wholly owned subsidiary Hong Kong
Dragon Airlines Limited ("KA"), while 24.5% of purchases were from the
largest supplier, Aero-Inventory (U.K.) Limited which is a wholly owned
subsidiary of Aero Inventory plc.

In respect of the Company's transactions with CX and KA:

» (X and its controlling shareholder Swire Pacific Limited are interested
as substantial shareholders of the Company;

» Derek Cridland was interested as shareholder, director and employee of
X

* Charles Bremridge, | Robert Gibson and Michelle Low as shareholders
of CX;

s Christopher Gibbs as employee of CX;

« Martin Cubbon, Davy Ho and Christopher Pratt and David Turnbull as
directors of CX;

» Tony Tyler as shareholder and director of CX; and

* In respect of the Company's transactions with KA prior to it becoming
a wholly owned subsidiary of CX in September 2006, CX and Swire
Pacific Limited were interested as shareholders of KA and Tony Tyler as
a director of KA.

Save as disclosed above, no Director, any of their associates or any
shareholder who, to the knowledge of the Directors, owns more than 5%
of the Company’s issued share capital {other than in respect to CX) has
an interest in the customers or suppliers disclosed above.

Connected transaction

On 16th November 2006, the Company and its subsidiary Taikoo
(Xiamen) Aircraft Engineering Company Limited ("TAECQ") entered into
a joint venture contract with CX, Japan Airlines International Company
Limited {"JAL"), Shaanxi Liaoyuan Hydraulic System Company Limited
("Liaoyuan”), Xiamen Aviation Industry Company Limited (*Xiamen
Aviation Industry”) and Xian Aircraft International Company Limited
("Xian Aircsaft”) for the establishment of Taikoo (Xiamen) Landing Gear
Services Co., Ltd. {"Joint Venture Company”) in Xiamen for provision of
repair, overhaul and support services of landing gears of civil aircraft at
Xiamen Airport.
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The financing structure of the Joint Venture Company is as follows:-

Joint Venture Party Capital Contribution {US$)

Shareholder's Loan

SEOFNREEARNT @

Shareholding

SHA HER(ER (Maximum Amount} {US$) Percentage
BEEN EETAL
(BEERA) (71

The Company 6,972,780 5,506,940 50.2% VNG
TAECO 1,666,800 1,316,400 12.0% MRALRBIR
X 1,375,110 1,086,030 9.9% BEHE
JAL 1,375,110 1,086,030 %.9% =E
Liaoyuan 694,500 548,500 5.0% 1B
Xiamen Aviation Industry 1,111,200 877,600 8.0% W
Xian Aircraft 694,500 548,500 5.0% T i
Total 13,890,000 10,970,000 100.0% L]
Total capital contribution 13,890,000 HEAER
Total shareholders’ loan 10,970,000 REENEE
Bank loan financing 16,640,000 RITHFZRE
Total investment REHR

41,500,000

As CX and Xiamen Aviation Industry are respectively substantial
shareholders of the Cempany and its subsidiary TAECO and hence
connected persons of the Company, the transaction under the joint
venture contract constituted a connected transaction of the Company,
in respect of which an announcement dated 16th November 2006 was
published.

Continuing connected transactions

The Independent Non-Executive Directors, who are not interested in any
connected transactions with the Group, have reviewed and confirmed
that the continuing connected transactions as set out in note 26 have
been entered into by the Group:

{a) in the ordinary and usual course of business of the Group;

{b) either on normal commercia! terms or, if there are not sufficient
comparable transactions to judge whether they are on normal
commercial terms, on terms no less favourable to the Group than
terms available to or from (as appropriate) independent third parties;
and

(¢} in accordance with the relevant agreement governing them on terms
that are fair and reasonable and in the interests of the shareholders
of the Company as a whole.
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The Auditors of the Company have also reviewed these transactions and
confirmed to the Board that:

(a) they have been approved by the Board of the Company;

(b) they are in accordance with the pricing policies of the Group (if the
transactions involve provision of goods or services by the Group);

(c) they have been entered into in accordance with the relevant
agreements governing the transactions; and

(d) they have not exceeded the relevant annual caps disclesed in
previous announcements, except for the continuing connected
transactions with AHK Air Hong Kong Limited for the year ended
31st December 2006.

Directors
The names of the present Directors are listed on pages 23 to 25. Christopher
Pratt was appointed Chairman and a Director on 9th August 2006. Albert
Lam, Ashok Sathianathan and David Tong were appointed on 10th May
2006. Martin Cubbon and Christopher Gibbs were appointed on 9th August
2006 and 1st January 2007 respectively. Michelle Low was appointed on
~ 6th March 2007. All the remaining Directors served throughout the year
and still hold office at the date of this report. In addition, David Turnbull
served as Chairman and a Director until his resignation with effect from
9th August 2006; Derek Cridland served as a Director until his resignation
on 31st December 2006. J Robert Gibson has tendered his resignation as a
Director with effect from 7th March 2007.

Christopher Gibbs served as Alternate Director to Derek Cridland until
31st December 2006. The Hon. Sir Michael Kadoorie served as Alternate
Director to Dinty Dickson Leach until 31st December 2006 and as
Alternate Director to David Tong with effect from 1st January 2007.

Article 93 of the Company’s Articles of Association provides for all
Directors to retire at the third Annual General Meeting following their
election by ordinary resolution. In accordance therewith Peter Johansen
retires at the forthcoming Annual General Meeting of the Company and,
being eligible, offers himself for re-election. Martin Cubbon, Christopher
Gibbs, Albert Lam, Michelle Low, Christopher Pratt, Ashaok Sathianathan
and David Tong, having been appointed to the Board under Article 91
since the last Annual General Meeting, also retire and offer themselves
for election.

Each of the Directors has entered into a letter of appointment, which
canstitutes a service contract, with the Company for a term of up to three
years until his retirement under Article 91 or Article 93 of the Articles of
Association of the Company, which will be renewed for a term of three
years upon each election/re-election. No Director has a service contract
with the Company that is not determinable by the employer within one year
without payment of compensation {other than statutory compensation).
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Fees totalling HK$0.6 million were paid to the Independent Non-
Executive Directors during the year; they received no other emoluments
from the Company or any of its subsidiary companies.

Directors’ interests

At 31st December 2006, the register maintained under Section 352 of
the Securities and Futures Ordinance {"SFO") showed that the following
Directors held beneficial interests in the shares of Hong Kong Aircraft
Engineering Company Limited and Taikoo {Xiamen) Aircraft Engineering
Company Limited, its associated corporation (within the meaning of Part
XV of the SFO):

FRARNFPRUFEBEENRERBEATE
N EEATRATAMELRRMRER
B -

EERG

R-BZAF+-AZ+-H BEHEZRMEH
AF=FRT-HRARLNEMAMBL  EEH
EEARBIBARAAREEARLE (EHRRH
EHEFROHIEXVE) BMAETREIRZERATMN
BREGPBEUTHS

Hong Kong Aircraft Engineering Company Limited Capacity No. of shares Percentage of issued capital (%} Note
ERREIEERAT BEER BiH®E HERTRATAL(%) fisE
The Hen. Sir Michael Kadcorie {Alternate Director) Trust 3,782,886 2.27 1
KEBEEBT(REE) =13
J Robert Gibson Personal 28,000 0.02
K55 A
Dinty Dickson Leach Personat 124,800 0.08
FEE fAA
David Tong Personal 20,000 0.01
ETR BA
Taikoo (Xiamen) Aircraft Engineering Capacity Percentage of issued capital (%} Note
Company Limited BEEHG HERTREEFL(%) FiisE
WHALREBIEZERLT

Controlled
&%gan corporation 2.00 2

W

Notes [.c7:3

1. The Hon. Sir Michael Kadoorie is one of the beneficiaries and the
founder of a discretionary trust which ultimately holds these shares.

2.The shares are held by Kin Kuen Development Company Limited in
which PK. Chan hofds a 30% interest.

Other than as stated above, no Director or Chief Executive of the
Company had any interest or short position, whether beneficial or non-
beneficial, in the shares or underlying shares and debentures of the
Company or any of its associated corporations, if any {within the meaning
of Part XV of the SFO).

Neither during nor prior to the year under review has any right been
granted to, or exercised by, any Director of the Company, or to or by the
spouse or minor child of any Director, to subscribe for shares, warrants or
debentures of the Company.

At no time during the year did any Director, other than as stated in this
report, have a beneficial interest, whether directly or indirectly, in a
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contract to which the Company, or any of its associated corporations was
a party, which was of significance and in which the Director’s interest
was material.

At no time during the year was the Company, or any of its associated
corporations, a party to any arrangements to enable the Directors of the
Company to acquire benefits by means of the acquisition of shares in or
debentures of the Company or any other body corporate.

Directors’ interests in competing business

None of the Directors and their respective associates has any competing
interests which need to be disclosed pursuant to Rule 8.30 of the Listing
Rules.

Substantial shareholders’ and other interests
The register of interests in shares and short positions maintained under
Section 336 of the SFO shows that at 31st December 2006 the Company
had been notified of the following interests in the shares of the Company
held by substantial shareholders and other persons:

EREETAEEA  RELBESAMES - 2 F
FHEMEBRZEAETNEESD  HEESR
HPEE MR EARSE -

EEFEEUEEA - QRRATTHEEZE - #
BEMEZHELTESBUBRLANAEAR
B 63 A0 7 ot % 35 T MG 5k

EERBSHEREOAR
RANEBRASHNBEA T YEEEARTEN
¥R BEHBLTRAUABSNEREATER
Ry ©

TERNHRGRRAMRE
BREESEMESHAS -G TARERINE S
BRABEEMAR R-SBRET-A=+-
B ARCEIERFARAMCASEIR2TNR
BEEUTEH

Number of Percentage of
shares issued capital {%) Type of inzerest (notes)
REHS  ERTRAGFIL) BEHH (W)
1. Cathay Pacific Airways Limited Beneficia! owner
BEEMEARAR 45,649,686 27.45 WHEEA
2. Swire Pacific Limited Beneficial owner and attributable interest!"
AKERGERLT 99,957,903 60.10 REEEARBEGER"
3. John Swire & Sons Limited Attributable interest®
ERALEEERAE 99,957,903 60.10 FEisRED
4. Marathon Asset Management Limited 11,603,130 6.98 Investment manager
RAER

Notes: At 31st December 2006:

{1} Swire Pacific Limited was interested in 54,308,217 shares of the Company as beneficial owner and was
also deemed 1o be interested in the 45,643,686 shares of the Company directly helc by Cathay Pacific
Airways Limited by virtue of Swire Pacific Limited's approximately 39.95% interast in Cathay Pacific
Airways Limitad,

{2) John Swire & Sons Limited ("Swire") and its wholly owned subsidiary JSSHK are deemed to be
interested in the 99,957,803 shares of the Company, in which Swire Pacific Limited was interested, by
virtue of the Swira group’s direct or indirect interests in shares of Swire Pacific Limited representing
approximately 32.65% of the issued share capital and approximately 54.35% of the voting rights.

Auditors

A resolution for the re-appointment of PricewaterhouseCoopers as
Auditors of the Company is to be proposed at the forthcoming Annual
General Meeting.

By order of the Board

Christopher Pratt
Chairman
Hong Kong, 6th March 2007
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INDEPENDENT AUDITOR’S REPORT
BAIZBM®RE

To the shareholders of Hong Kong Aircraft Engineering Company Limited
{incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of Hong Kang Aircraft Engineering
Limited {the "Company”) set out on pages 33 to 63, which comprise the consolidated
and Company balance sheets as at 31st December 2006, and the cansolidated profit and
loss account, the consclidated statement of changes in equity and the consolicated cash
flow statement for the year then ended, and a summary of significant accounting policies
and other explanatory notes.

Directors’ responsibility for the financial statements

The directors of the Company are responsible for the preparation and the true and fair
presentation of these financial statements in accordance with Hong Kong Financial
Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants
and the Hong Kong Companies Ordinance. This responsibility includes designing,
implementing and maintaining internal control relevant to the preparation and the true
and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or errer; selecting and applying appropriate accounting policies;
and making accounting estimates that are reasonable in the circumstances.

Auditor's responsibility

Our responsibility is to express an opinion on these financial statements based on our
aucit and to report our opinion solely to you, as a body, in accordance with section 141
of the Hong Kong Companies Ordinance and for no other purpose. We do not assume
responsibility towards or accept lizbility to any other persen for the contents of this
report.

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by
the Hong Kong Institute of Certified Public Accountants. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance as to whether the financial statements are free from material misstatement,

An zudit invoives performing procedures to obtain audit evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the
auditor's judgement, including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity's preparation and true and
fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the entity's internal control. An audit also includes evaluating
the appropriateness of accounting pelicies used and the reasonableness of accounting
estimates made by the divectors, as well as evaluating the overall presentation cf the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
piovide a basis for our audit opinien.

Opinion

In our opinion the consclidated financial statements give a true and fair view of the state
of affairs of the Company and the Group as at 31st December 2006 and of the Group's
profit and cash flows for the year then ended in accordance with Hong Kong Financial
Reporting Standards and have been properly prepared in accordance with the Hong Kong
Companies Ordinance.

PricewaterhouseCoopers
Certified Public Accountants

Hang Kong, 6th March 2007
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CONSOLIDATED PROFIT AND LOSS ACCOUNT

RERE&HK
for the year ended 37st December 2006 BE -SSR~ F+-BF=f+—8U4FE
Note Fi{sE 2006 2005
{in HK$ Million} (B EER)
Turnover 3,844 3,121 TRas
Operating expenses: 2Mox
Staff remuneration and benefits 5 0 (1,670) ' (1,425) BEHMRIER
Cost of direct material and job expenses {865} | {680} HEMEBRARIERYE
Depreciation and amortisation 12 (229} . {202} FEREE
Insurance and utilities : (89) (107} Rk 2BEEAE
Operating lease rentals — land and buildings (64) (53} EHAFHAS— T EEF
Repairs and maintenance (99) . (81) BEREE
Other operating expenses (79) . (72) Hfth a
Operating profit 749 501 wnaF
Net finance income 7 ! 30 7 PR A B
Net operating profit 779 508 ERRAT
Share of after-tax results of jointly controlled , 1‘
companies 14 330 267 BN e 3 4 2% FI R FR 40 Mk
Profit before taxation L1109 775 MIRRNAT
Taxation g ! (81) {65) RN
Profit for the year © 1,028 710 =FAH
Attributable to: ! k BE{S :
The Company's shareholders 9 | 847 618 LERW
Minority interests 181 92 IPRBERAS
1,028 1o
Dividends Be
Interim — paid 108 83 R — B4
Special — paid 416 - 8l — B
Final — propased ; 266 183 HRH — BER
10 790 266
Earnings per share attributable to the i '
Company’s shareholders (basic and diluted) 11 . HK$5.09 ' HK$3.72 AHRYEEEDREH{ES R AW

The notes on pages 38 to 58 form part of these accounts.
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CONSOLIDATED BALANCE SHEET
GAEEAER

at 3ist Decernber 2006 — BB/ F+_-_A=1+—-BHH

Note 2% 2006 2005
{in HK$ Miliion} (B¥EET)
ASSETS AND LIABILITIES RERAMNR
Non-current assets ERDRE
Property, plant and equipment 12 2,988 2,442 M - BEREE
Leasehold land and land use rights 12 204 192 HE LR AR
Intangible assets 12 4 6 BREEE
Jointly controlied companies 14 698 671 RiEELT
Retirement benefit assets 15 157 177 BHEHEE
Deferred tax assets 16 12 7 EEHEEE
4,063 3,495
Current assets RORE
Stocks of aircraft parts 17 93 8 REBHER
Work in progress 17 167 88 FEIE
Debtors and prepayments 18 505 477 el B TR A BRI
Deposits and bank balances 23(b} 834 377 FRRBTH
Derivative financial instruments 4 - fTEERIA
1,603 1,520
Current liabilities pid 1R
Creditors and accruals 18 959 581 AT R FESTREIR
Taxation 22 17 BH
981 598
Net current assets 622 922 AMHREPE
Total assets less current liabilities 4,685 4,417 RERARTERA R
Non-current liabilities FRBAR
Receipt in advance 22 112 122 AW RIE
Deferred tax liabilities 76 226 197 EHEBIEE R
338 319
NET ASSETS 4,347 4098 REBRE
Equity attributable to the Company's shareholders LFIRMEERE
Share capital 19 166 166 Rz
Reserves 20 3,499 3,346 &5
3,665 3,512
Minority interests 21 682 586 PEBENEL
TOTAL EQUITY 4,347 4,098 Haeo
Christopher D Pratt HE
Dinty Dickson Leach BiEHE
Directors MK

Hong Kong, 6th March 2007

The notes on pages 38 to 58 form part of these accounts.
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COMPANY BALANCE SHEET
NRAEERER

at 3ist December 2006 —EE F+-A=+—REH

Note Bt 2006 2005
{in HK§ Million} (B EET)
ASSETS AND LIABILITIES WEE AR
Non-current assets FERBRE
Property, plant and equipment 12 1,922 1,532 mE  BERRH
Leasehold land 12 17 18 ERTH
Intangible assets 12 4 6 BERE
Subsidiary companies 13 296 268 Bt 8 =)
Jaintly controlled companies 14 61 54 HiznTA
Retirement benefit assets 15 157 177 RS EE
2,457 2,055
Current assets ' ABRE
Stocks of aircraft parts 17 39 32 RHBHFE
Waork in progress 17 63 59 FREIR
Debtors and prepayments 18 444 409 PR B T {4 BRI
Dividend receivable 88 - il 0S8
Deposits ang bank balances 369 715 FRREBITER
1,003 1,215
Current liabilities AR
Crediters and accruals 18 599 438 PEAT R RRIE
Taxation 22 12 Bl
621 450
Net current assets 382 765 ADRESN
Total assets less current liahilities 2,839 2,820 WERAATDRA K
Non-current liabilities FERE W Ok
Receipt in advance 22 112 122 U et
Deferred tax liabilities 16 226 197 EEBEAE
338 319
NET ASSETS 2,501 2,50 RSN
Equity attributable to the Company’s shareholders LFREELRE
Share capital 19 166 166 &
Resarves 20 2,335 2,335 ]
TOTAL EQUITY 2,501 2,501 ageEn
Christopher D Pratt BE
Dinty Dickson Leach =f]
Directors EMN

Hong Kong, &éth March 2007

The notes on pages 38 tc 58 form part of these accounts.
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CONSOLIDATED CASH FLOW STATEMENT
GEHERER

for the year ended 31st December 2006 BE—BEAF+-A=+—HiUFE

Note MEEE 2006 2005
{in HKS Miltion) E i (BEEET)
Operating activities : FARE
Cash generated from operations : 23(a) 1 1,089 ! 867 WEELNRS
Interest paid % 3 i (7) BFIE
Interest received 34 13 EHRRIE
Taxation paid ; (57) | (30) [SEEEEC]
Net cash generated from operating activities 1,063 | 843 ERELHRETA
]
i |
Investing activities ‘ : HRRE
Purchase of property, plant and equipment {680} | (546) MBEWE  EERRE
Sale of property, plant and equipment 2 E - HEWE - BERERRE
Acquisition of additional interest in & subsidiary company ‘ (27) ! - - PN SNGTEEBN ¥
Acquisition of additional interest in a jeintly controlled company ‘ (17) I - BARELEEIMER
Loans advanced to a jointly contrelled company | - (3) FHREQTFRGER
Loans repaid by a jointly controlled company ! 6 | - HELFMRER
Dividends received from jointly controlled compznies 1 315 i 318 CHHEQAFERER
Net increase in short-term deposits maturing 1 ! B=EAEENERTR
after three months ! (186) , 137) EHIFEER
Net cash used in investing activities i (597) | 1268) REARERAGRSSA
Net cash inflow before financing activities i 466 ! 575 MRRERNASTASH
| i
Financing activities ; BT MBS
Repayment of term loan ; - {100) HERHER
Dividends patd o the Company's shareholders i (707) {211) EfFLERENER
Net cash used in financing activities (707) 311) MRRBERAORSBH
Net {decrease)fincrease in cash and cash equivalents : (241) ‘ 264 RaRR NN/ ENEA
Cash and cash equivalents at 1st January 791 527 —A—B&#ENRERESEEY
Translation adjustment 9 - ERAR
Cash and cash equivalents at 31st December 23(b) 559 791 +oAZ+H—HENHRERASE NN
The notes on pages 38 to 58 farm part of these accounts. ME=+NEEFENRZHESR

HERRZ 53 -
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

GEREEIR
for the year ended 31st December 2006 BZE=FFA ¥+ [+ —BuUFE
2006 2005
(in HKS Miliion) ; (BMEET)
|
|
Total equity at 1st January 4,098 1 3,604 —A—R&NnAsan
Translation differences and net income/(expenses) 3 ERSHRNERUSMBHBA
recognised directly in equity 18 . {5) (H)YRA
Profit for the year 1,028 | 710 FERH
Total recognised income for the year 1,046 705 FECHRERA AN
Dividends paid to the Company's shareholders (707) | (211 B FLEREMHERL
Dividends payable to minority interests (68) ' - BT LPHENRENRN
Acquisition of additional interest in a subsidiary company (26) | - RABELAMMRE
Fair value gains, net of tax 4 | - 238 2o § -l
Total equity at 31st December 4,347 4,098 +-A=t+—RERONRAAN
Total recognised profit for the year attributable to: | MsEFETHIRET AN :
The Company's shareholders 847 . 618 D RIRER
Minarity interests 181 92 SRR
1,028 710

The notes on pages 38 to 58 form part of these accounts.
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NOTES TO THE ACCOUNTS
fk B Mt &t

1. Principal activities 1. TERE

The Hong Kong Aircraft Engineering Company Limited Group ts primarily
engaged in the business of commercial aircraft cverhaul, modification
and maintenance in Hong Kong and Mainland China. It does not have
other significant activity s¢ no further business segmental information has
been reported. A geographical segment analysis of the Group's financial
information is provided under note 4.

The principal activities of the Group’s subsidiary and jointly controlled
companies are set out an page 58. Financial summaries of the jointly
controlled companies are provided under note 14,

. Critical accounting estimates and judgements

The Group makes estimates and assumptions as appropriate in the
preparation of the accounts. These estimates are based on historical
experience and other factors, including expectations of future events that are
believed to be reasonable under the circumstances and will, by definition,
seldom equal the related actual results. The estimates and assumptions that
have a significant effect on the carrying amounts of assets and liabilities
include the productive life of property, plant and equipment and the
determination of tax.

. Management of financial risk factors

The Group’s activities are exposed to movements of fareign currencies, fair
value interest rate risk, credit risk and liguidity risk. These risks are reviewed
periodiczlly to ensure their impact on the Group's financial performance
is minimised through the use of forwards, options or other appropriate
derivative financial instruments. It is the Group's policy to use the above
derivative instruments solely for the purpose of financial risk management.

(i} Foreign exchange risk
The Group is exposed to foreign exchange risk arising from various
currency exposures, primarily with respect to the US dollar and Renminbi.
Foreign exchange risk arises from future commercial transactions,
recognised assets and ligbilities and net investments in foreign
operations that are denominated in a currency that is not the entity's
functional currency.

Where apprepriate the Group uses forward contracts to manage the
foreign exchange risk arising from future commercial transactions and
net foreign currency assets or liabilities.

(i) Fair value interest rate risk
The Group's results and cperating cash flows are substantially
independent of changes in market interest rates.

(iii) Credit risk
The Group has policies in place to evaluate credit risk when accepting
new business and limit its credit exposure to any individual customer.

{iv) Liquidity risk
The Group aims to maintain flexibility in funding by keeping suificient
cash or committed credit lines available.
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4. Segment information
Reporting by geographical segment for the year ended 31st December:

4. 3HEREA
BET-A=Z+-BLFERBESARS

Operating principally Operating in inter-segment
in Hong Kong Mainland China elimination Total
EEHEREE = o 3] I RE it
2006 2005 2006 2005 2006 2005 2006 2005
{in HK$ Miliion) ' ' (B EET)
Turnover 2,502 2,260 1,433 928 (91) (67) 3,844 3121 HERAH
Operating profit C 37 300 432 0 © 749 501 EREN
Net finance income 26 3 4 4 30 7 HBYUAER
Share of after-tax results of jointly
controlled companies 303 248 27 19 330 267 MGHBLFERBERER
Profit before taxation _ 646 551 463 224 1,109 775 BEERH
Profit for the year 608 504 420 206 1,028 710 EFHH
Profit attributable to the Company's
shareholders 608 504 239 114 847 618 ARRAREMEEN
Capital expenditure 498 205 287 341 785 546 HAAEME
Depreciation 105 108 116 87 21 195 il
Amortisation 3 2 S 5 8 7 OMH
Impairment of stocks — provision/(reversal) 3 {6 - - 3 (6) FHHEME %/ @@)
Auditor’s remuneration — statutory
audit fees 1 1 - - 1 1 EEEME — ZERERA
Analysis of net assets and equity of the Group by geographical segment at 31st December: +-A=+-REEERREES R
Operating principally Operating in Inter-segment AEZBERBRNDH
in Heng Kong Mainland China elimination Total
IEREBER RPRAHEE BE 2B -y
2006 2005 2006 2005 2008 2005 2006 2005
{in HK$ Million) (BT HET)
Jointly controlled companies 579 599 119 72 - - 698 671 HEQT
Other assets 3,058 2962 2,043 1421 (133) (39) 4,968 4344 HitEE
Other liabilities (899) (773)  (553) (183 133 39 (1,319) (917) HitRf
Net assets 2,738 2783 1,609 1310 - - 4347 4,098 BERE
Equity attributatle to the '
Company's sharehalders 2,732 2,783 908 729 - - 3,640 3512 LEKRREGEH
Minority interests 6 5 701 588 - - 707 586 JSBEREH
Total equity 2,738 2788 1,609 1,310 - - 4,347 4098 RHEH
5. Staff remuneration and benefits S MRATHERAEF

Total staff remuneration and benefits including pension scheme centributions,
salaries, allowances, benefits in kind and staff benefit administration costs
for 2006 amounted tc HK$1,670 million (2005: HK$1,425 million). Of the
five highest paid empiayees, four (2005: four) were Directors and details of
their remuneration are given in note 6; remuneration details for the cther one
(2005: one) employee are: Group =

—BRAERREMASHBMER - Hd - 2N RNAHER
BERATRASNEEFHRENSEERN HABLT
EA(CSBRRGHENTRECTATER) - RERAH
BET MF(-FSEFANR)AEE  AWeRKTe
Bt BT -E(CRRRFA—-AINHHHENT

Cash & Non Cash 3R &
Retirement Housing
Allowances & schemes & other
Basicsalary Bonus  other benefits  contributions benefits Total
BEpd B ARMEBHMGER BHHEMHUR EBREMGER AN
{in HK$ Thousand) (FB%F )
John ChiTin Mong — 2006 1.531 797 797 12 1,648 4,785 Bi&: — —BERE
- 2005 1,494 565 345 12 1166 3,582 — =B%IF

HOMNG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
EARMIBARALA



NOTES TO THE ACCOUNTS
BREHE

6. Directors’ remuneration 6. EEH &
Total number of Directors who served during the year was sixteen {2005: FREFHEREAHATAACERIEATHA)-H
fourteen). Their remuneration was as follows: MEWT -
Group £
Cash B& Non Cash R &
Basic sglary! ' Retirement
Directors’ Allywances sthemes Housing & other Total
fees? and benefits contributions benefits o
BAFR/ Bonusb  HASE Bk E ERER
BEH S A HEER HE RibEF 20(_)5 2005
{in HK$ Thousand)} (BETr)
Executive Directors; THEE:
Chan Ping Kit 2952 3,19 1,140 12 1 7,311 7819 RiAEE
Charles Bremridge 1,260 587 470 227 2,360 4,904 3,578 ERE
Mark Hayman 1,574 1,011 992 - 16 3,593 3,275 BBY
| Robert Gibson 1,536 408 1,303 - - 3,247 841 L
Marven Bowles - - - - - - 4,918 By
Mahan Joseph Ashokumar
Sathianathan* 887 115 347 45 7 1,401 - WS
David Turnbull® 39 484 10 - 79 612 1,091 =300
Christopher O Prattt 139 - 15 25 109 288 - LN
8,387 5801 4,277 309 2,582 21,356 21,522
Non-Executive Directors: FERES -
David Turnbull* 104 - - - - 104 - Eug
Derek Cridland - - - - - - - RER
Davy Ho Cho Ying - - - - - - - HER
Peter Johansen - - - - - - - B
Teny Tyler - - - - - - - BER
104 - - - - 104 -
independent Non-Executive Directors: BUHEHES
Bob Adams 100 - - ~ - 100 80 Ewz
Dinty Dickson Leach 205 - - - - 205 160 >8R
Lincoln Leong Kwok Kuen 205 - - - - 205 160 RepE
David Tang Chi Leung® 65 - - - - 65 - B
Albert Lam Kwong Yut 65 - - - - 65 - ¥
Dr, Alex Wu Shu Chih - - - - - - 2 SEHEL
' 040 - - - - 640 402
1
2006 total 9,131 5801 4,277 309 2,582 22,100 ; —B8NEHH
2005 total 402 7334 5,327 8,183 678 21,924 —SThEM
Notes: FifaE

a GEMNESNSHBERRRE  —F9 FEREERLE
¥+ERL (CRESITARNAER) HEIFELZEEEMS
ANLEITR (C2SSTHENIAR)  RUEHME
BEHTER-EL (CBRIFABN=ER)-

a. Annual Directors' fees are determined by the Board and for 2006 comprised Director's
fee of HK$100,000 (2005: HKS$80,000), fee for serving on Audit Committee of
HK$75,000 (2005: HK$50,000) and fee for serving on Rermuneration Committee of
HK$30,000 (2005: RK$30.000) respectively.

b. Bonus paid to the Executive Directors in the year is based on previous year's results, b, ERE A PR BRI AL S b R T o

c. Oavid Turnbull was re-dasignated from an Executive Director to a Non-Executive
Director with effect from 1st Februarg 2006. He resigned from his office on 8th August
2006. Mohan Joseph Ashokumar Sathianathan and Christopher D Pratt were appointed
to the Board effective from May and August in 2006 respectively.

C ERBBERETRARAFRFRES G-S8:F=H
—HBEN BR-SSXENFAREE - BHFRR
AEESRE—FERAFRARNAERERNAESR -

d. David Tong Chi Leung and Albert Lam Kwang Yu were appointed as Independent Non-
Executive Directars in May 2006.

dEFREMAFR _SEATIANETARIHFREE
HE-
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7. Net finance income

1.HBEASA

Group 8
2006 2005
(in HK$ Million) (B¥AaET)
Finance income _ 33 14 FAREW A
Interest expenses: : FIETH
Long-term loan - (6) EHER
Short-term bank loans 3) (n HEBTER
30, 7
8. Taxation B. WK
Group £
2006 2005
{in HK$ Million) . (B HE)
Current taxation; ZHABE -
Hong Kong profits tax 9 19 ERHEH
Overseas tax 48 14 BIE
57 33
Deferred taxation {note 16); ‘ PERIE (W16}
{Increase)/decrease in deferred tax assets (5 4 BERBEEEMYRD
Increase in deferred tax liabilities 19 28 EEHFRHEN
81 65

Hong Kong profits tax is calculated at 17.5% {2005: 17.5%) on the estimated
assessable profits for the year. Overseas tax is calculated at tax rates prevailing

in the respective jurisdictions.

Share of after-tax results of jointly controlled companies is stated after taxation

charge of HK$61 million for the year (2005: HK$48 million}.

RRARSHDLEEENAERNENEREE S 2T
LREHE(CERISAES 2 TLER) - BAEARSE
AEEREMRANRENE -

BEAZRARREEENACHBRAFNR A LB ST
—BHAFR (CBREFARMNTAGER) -

Reconciliation hetween the tax charge and tax at the applicable tax rate; BERHEE AR RN BER R
Group #M8
2006 2005
{in HK$ Miltion,) ' (B¥EHET)
Profit before taxation 1,109 775 BE AR
Nominal amount at Hong Kong profits tax rate of EEERESHETS 2 TLHA
17.5% (2005: 17.5%) 184 136 (CBTREAES 2T LA ENES
Share of after-tax results of jointly contralled
companies (58), {46) FEAL RN R R BB R
Effect of different tax rates in overseas jurisdictions 37 {23) BHREERETARRNESE
Non-taxable items (14) (2) |ARBMEE
Over-pravisions in pricr years {5)- - R HEER
Others 1 - Hit
Total tax charge per accounts 81 - 65 SR B R RBUR 3 AR

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
BERERAIEERLE




NOTES TO THE ACCOUNTS
HEMHE

9. Profit attributable to the Company's shareholders
Of the profit attributable to the Company's shareholders, HK$707 million
{2005: HK$574 million) is dealt with in the accounts of the Company.

9. LFIRMEEEN
ARBRREGHRAT  EHLETL IR (C22REL
EMAIELTREER) EFERAEKRER -

10. Dividends 10. BB
Company 2 8]
2006 2005
{in HK$ Mitlion) (E¥a#ET)
Interim, paid on 26th September 2006, of HK$0.65 RISEXFAAZ-TAOCEKBNIHER
per share {2005: HK$0.50 per share) 108 83 FREMOESL (CEREFAERBY0.50R)
Special, paid on 26th September 2006, of HK$2.50 | RIBSAEFhAZ+ HERENFIRE -
per share (2005: nil} 416 - FREWM250R (CEEIEHE)
Final, proposed, of HK$1.60 per share BRAHREERE%1.60T
{2005: HK$1.10 per share) 266 183 (CEE2IFHERER1.10R)
790 266

At a Board meeting held on 6th March 2007, Directors recommended a final
dividend of HK$1.60 per share for the year ended 31st December 2006. Together
with the interim dividend of HK$0.65 per share and a special dividend of
HK$2.50 per share paid on 26th September 2006, this makes & total dividend
for the year of HK$4.75 per share. Subject to shareholders’ approval of the final
dividend at the Annua! General Meeting on 8th May 2007, payment of the final
dividend will be made on 18th May 2007 to shareholders registered at the close
of business an the record date, 8th May 2007,

The proposed dividend is not reflected as dividend payable in these accounts,
but will be accounzed for as an appropriation of the revenue reserve for the year
ending 31st December 2006.

The register of members will be closed from 2nd May 2007 to 8th May 2007,
both dates inclusive, during which period no transfer of shares will be effected.
In order to qualify for the entitlement of the final dividend, all transfer forms
accompanied by the relevant share certificates must be lodged with the
Company's share registrars, Computershare Hong Kong Investor Services Limited,
17th Floor, Hopewell Centre, 183 Queen's Road East, Hong Kong, for registration
not later than 4:30 p.m. on Monday, 30th April 2007.

11. Earnings per share {basic and diluted)

Earnings per share are calculated by reference to the profit attributable to the
Company's shareholders of HK$847 million (2005: KK$618 million) and to the
weighted average of 166,324,850 (2005: 166,3224,850) ordinary shares in issue.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
BERBIEARLA
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12. Property, plant and equipment, leasehold land and 12.8R BHRERN ERiMELIR

land use rights and intangible assets CHAERERE®
Group M
Property, plant and equipment 413 - MER 2R
Vehicles, Plant and
Buildings Plant, equipment buildings Leasehold  Intangible
and  machirery  and under landand  assets -
building  and teols  furniture  Rotable construction fend use  computer
facilities BE - = . spares mpdg rights software
WFR e B o 23] Total HRtuE SKaE-
2FHRE  BEIR B4 EAWs RaT ot 1HEAR  BEEH
{in HK$ Miltion) (GEMEET)
Cost mm
At 31st December 2004 2,326 643 192 114 80 3,355 227 10 ZBERF+ZH=+-HEE
Exchange differences (2) - - - - {2) - - ERzE
Additions and transfers 287 101 12 93 53 546 - - REINZ
Disposals - {15) (17) - - (32) - - B
At 31st December 2005 2,611 729 187 207 133 3,867 227 10 Z|FEF+-A=t+-A&H
Exchange differences 2 1 - - - 3 1 - EHRZ#
Additions and transfers 633 127 19 47 {58) 768 17 - RERBR
Disposals - (7 (20 (2) - (29} - - e
At 31st December 2006 3,246 850 186 252 75 4,609 245 10 —82,F+-R=+-HEE
Depreciation and
amortisation wARMAE
At 315t December 2004 658 424 167 1 - 1,260 30 ? ZBENE+-A=+-BEE
Charge for the year 106 62 11 16 - 195 5 2 EEENR
Disposals - {14) {16} - - (30} - - 48
At 31st December 2005 704 472 162 27 - 1,425 35 4 ZEBRE2RF+-A=+-HEEB
Exchange differences 1 - - - - 1 - - ELEE
Charge for the year 121 69 17 14 - 2N 5 : EEERE
Disposals - (7) {19} - - {26) - - g
At 31st December 2006 886 534 160 a1 - 161 4 6 —“BE~E+_A=t-HBEEHE
Net book value ' ) ‘ ) o N _ Hawd
At 315t December 2006 2,360 316 26 211 75 2,988 204 4 “BEXF+-A=+-HEE
At 31st December 2005 1,847 257 25 180 133 2,442 162 6 ZBBEF+-A=+-A&#H

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
EERMIBARLS




NOTES TO THE ACCOUNTS
BERSE

12. Property, plant and equipment, leasehold land and

12.9R EREREM HRIHWR LM

land use rights and intangible assets {cont'd) FRAMERRERE(N)
Company 28]
Property, plant and equipment %% - BER&E
Vehicles, Plant and
Buildings Plant,  eguipment buildings intangible
and machinery and under assels —
buitding andtools  fumiture Rotable construction computer
facilities BE _E - spares ez Leasehold  software
WFER e B#H LIk ] BE Total land EEAE -
WERE EIR REH i EiF @it HRAtw BRER
(in HK$ Million) (BB BT
Cost 4 |
At 31st December 2004 1,670 358 160 114 5 2307 21 0 Z2Bm§+-BA=+-HEEH
Additions and transfers 1 7 6 93 78 205 - - BERER
Disposals - (8) (14) - - {22) - - H8
At 31st Dacember 2005 1,671 377 152 207 83 2,480 21 0 ZE2nE+-"A=+-HEFE
Additions and transfers 456 39 14 47 (58) 498 - - MER®EE
Disposals - {4 (16) (2) - (22) - - e
At 31st December 2006 2,127 M2 150 252 25 2966. @ 21.: 10, —2SAE+=AI+-BLE
Depreciation and
amortisation mRERS
At 31st December 2004 441 273 147 " - 872 3 2 —2RME+-A=+-—REE
Charge for the year 60 25 7 16 - 108 - 2 EEERE
Disposals - (8) {(14) - - (22) - - 4E
At 31st December 2005 501 290 140 27 - 958 3 4 ZBERE+-A=+-804H
Charge for the year 59 26 6 14 - 105 1 2 AEERH
Dispolsals - (3) {16) - - (19) - dE
At 31st December 2006 560 213 130 1 - 1,044 6 “S9ZXF+-A=Z+-H&EH
Net book value 7 e o BE S
At31st December 2006 1,567 99 20 21 25 192 . 177 4 —®BAF+-B=+-ALE
At 31st December 2005 1,170 87 12 180 83 1,532 18 6 —2FR¥+-B=t+-H&E

Plant and buildings under construction are mainly related to construction of the
fifth hangar at Xiamen, Mainland China by TAECO which is scheduled to open in

mid 2007.

0f the leasehold Jand and land use rights with net book value of HK$204 million
(2005: HK$192 million), HK$17 million of a leaseheld land is held in Hong Kong
by the Company (2005: HK$18 million) while HK$ 187 million of land use rights is
held in Mainland China through TAECO (2005: HK$174 million). Both leasehold

land and land use rights are held on medium-term leases.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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13. Subsidiary companies

13.HB2H

Company &8
. 2006 . 2005
{in HKS Million) ‘ (B HHET)
Unlisted shares at cost ' 296 268 FEHFERE
The subsidiary companies are shown on page 58. FMRASNRERTNE
14. Jointly controlled companies 14. £#BAFH
Group £ Company 28]
| 2006 . 2005 2006 2005 _
{in HK$ Million) I 7 (B EET)
Unlisted shares at cost = 77 60 51 35 FEhmERRE
Attributable post-acquisition | |
profits | e0 591 ? AR
Share of net assets I 687 651 ! BEEEFE
Loans due from jointly i l
controlled companies | 11 20 10 19 ARELAFREBEN
| 698 - 671 61 54
Dividends received and receivable from jointly :
controlled companies 315 318 ChERWHRELRARE

The principal jointly controlied companies are shown on page 58.

Leans due from jointly controlled companies are unsecured and carry interest
rates from LIBOR plus 0.5% to LIBQR plus 0.6% per annum (2005: from nil to
LIBOR plus 0.6% per annum). The loans either have no fixed terms of repayment

or are repayable at various dates up to 2010,

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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NOTES TO THE ACCOUNTS
BEME

14. Jeintly controlled companies {(cont'd)

Share of the financial results and positions of the jaintly controlled companies for

14. 227 ()

HEQABE+ A=+ -OLEEREENEENRE

»E"ﬂ HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
I BERBAIEHBRA T

the year ended and at 3ist December are as follows: ERMBARRMT -
HAESL
FROER B Others Total
LRBEELT B ot
2006 2005 2006 2005 2006 2005
(in HK$ Miflion) ' (B BT
Turnover 2,385 2,124 256 201 2641 235 #E8EH
Operating expenses (2,071) {1,865) (201} (1590 (2,272) (2,024) BEMx%
Cperating profit 34 259 55 42 369 307 LA
Net finance income 5 5 - - 5 5 BHUWAEE
Share of after-tax results of jointly controlled
companies 18 9 - - 18 9 BEEHEDARBEEE
Profit before taxation 337 213 55 42 392 315 EREL AR A
Taxation (55) (44 4 (62) (48) ®E
Profit for the year 282 229 48 38 330 247 A RF
Dividends paid 299 299 16 19 315 318 EARE
Funds emploved: FRES:
Non-current assets 370 361 84 95 454 456 ERBEE
Current assets 49% 504 146 110 642 64 HBEE
866 865 230 205 1,096 1,070
Current liablities (289) (269 (79 (101) (368) (370) ik A==
Non-current liabilities 27 (29 {3) - (30) (29) FRBAH
550 567 148 104 698 671
Financed by: AFERE
Shareholders’ equity and Ioans 550 567 @ 148 104 698 671 REEZREXR




15. Retirement benefits

{a) Overall

Staff employed by the Company befere 1st December 2000 were offered a
choice between Hong Kong's Mandatory Pravident Fund ("MPF") and the
defined benefits retirement schemes as described below. Since ist December
2000, all new staff employed unless specially approved by the Company have
been enrclled in the MPF scheme in which bath the Company and staff are
required to contribute 5% of the staff's relevant income (capped at HK$1,000
per month).

The Hong Kong Aircraft Engineering Company Local Staff Retirement Benefits
Scheme (“Local Scheme”} provides resignation and retirement benefits to its
members upon their cessation of service with the Company. The Company
meets the full cost of all benefits due by the Scheme to members, who are not
required to contribute to the Scheme.

Similarly, the Hong Kong Aircraft Engineering Company Staff Retirement Benefits
Scheme ("Expatriate Scheme”) is for staff employed on expatriate terms.
However, both members and the Company contribute to the Scheme.

TAECO's local staff are covered by a statutory scheme and a defined cost
contribution scheme in Mainland China.

The retirement benefits costs were recognised in the profit and loss account as
described in note 17 under principal accounting policies and were as follows:

15. B#a#

(a) ik

RZZE2SFT_A-OAMCARENER TERS
MEENBHELATS ( [BES] ) STHRTHMRER
REFHE - BC2RSFE+-HA-AR BERARE
BRIBLTGSHME TUSMABRSHE - BEZ
HE AAREEYEANERFRRANES ZEMR (L
BABARS-TR)-

ERRAIBREROANIEERAENHE ( [RibE
BEE] ) ARTHARRBRREUABBREAEN -2
ARREERRBHAFEFL-DENNZRER - &
BRR@BETRMEN

E#E SERBIBARATNESRABRE ( TEH
EEHT]) DAREIERERBENERMSE - T4
HEAR QR HHE R BHRE -

BRASRBIRANERERSPEAREES IR
RERAERTERE -

MIFSFHRRE TR - RRBNAARRARTE
2WT

Group %M
2006 2005
{in HK$ Miflion) (8% a#ET)
Local Scheme 50 52 FilE B R RET S
Expatriate Scheme - 1 BMERRARERGR
MPF, statutory and other defined contribution
schemes 44 11 HRS EERAGLREREHYAS
94 64

FER=R HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
A ERERRIRARLT




NOTES TO THE ACCOUNTS
BEHE

15. Retirement benefits (cont'd)

15. B#dE# ()

L

(b} Defined benefits retirement schemes (b) RERKIEFFFE
The amount recognised in the profit and loss account was made up as follows: REEEPREINBELT
Group &M
Local Scheme Expatriate Scheme Total
i {ESH BIMEREHN s
' 2006 2005 2006 . 2005 ¢ 2006 . 2005
(in HKS Million) : : j ' ;‘ : (M EET)
Current service cost 84 83 5 5 L899 88 FHEBHA
Interest cost 94 88 6 . 5 3 100 93 FEHA
Expected return on plan assets {128}  (119) (1) Q) - {139)1 {128) FTHEEAERE®R
Total .50 52 - 1 50 53 @
| |
Actual gain on plan assets 384, 189 31, 15 415 ° 204 FHEIRENERRH
The amount recagnised in the balance sheet was determined as follows: REERARPEZABANT
Group and Company 2B R %)
Local Scheme Expatriate Scheme Total
AiEHAE HMERTH @t
| 2006 2005 2006 2005 ' 2006 . 2005
(in HKS Milfion) ' 1 ' ; { ; ERERT)
At 31st Dacember: ‘ , TZA=t-HEE:
Fair value of plan assets 2,477 2937 199, 178 2,676 . 2315 HEHENATE
Present value of obligatians (2,035) (1,930) | (1200 {122)  (2,155). (2,052) EMAE
Net assets . 442, 07 19 56 52 263 HAEFRHE
Unrecognised actuarial ' | : \ !
gains B21) (66) (43) (200 . (364), (86) ABRWEMH
Assets recognised in the ! ; r
balance sheet 121 . 141 136 36 P17 177 REERERHEINEE
Movemant in the assets recognised in the balance sheet: REERMRPEANIESD
Group and Company EERE 28
Local Scheme Expatriate Scheme Total
Ein{EAEHH BAMEREE =)
| 2006 2005 2006 2005 , 2006 | 2005
(in HK$ Miliion) ' ' j ' (BMEHT)
Assets at 1st January i 141 162 . 36 E R} 4 199 —B-AKH&EE
Increase/{decrease} due to: ; ' ‘, B ER -
Total expense — as shown above {50): {52y - {1} (50), (53) HEBA% - wLy
Contributions paid 30 31 - - 30 N [SAEREA
Assets at 31st December R 141 36 36 157 177 t-E=t+-HEHEE
Principal actuarial assumptiens far the year: L. FEBERREMRR
2006 2005
Discount rate 3.85% 4.25%  EhA®E
Expected rate of return on plan assets 6.00% 6.00%  EHHRERER
Expected rate of future salary increases 4.00% 4.00% FHAXRERLFE

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
el FARBMTREAER L E




t5. Retirement benefits {(cont'd)

15. Bt ®E (W)

The mavement in the fair vaiue of plan assets of the year is as follows: FEEAHMEEATERDY
Group and Company SEER 2 5]
Locat Scheme Expatriate Scheme Total
FRATHH BAMEREE @5
2006 2005 2006 2005 2006 2005
{in HK$ Million) ‘ (BMEHET)
At 1st January 2137 1,979 178 - 160 2315 2139 —B-E&H:
Employer contributions 30 3 - - 30 31 EEHX
Employee contributions - - ‘ 3 3 3 3 BEEMR
Expected return on plan assets ' 128 119 11 10 139 129 HREERMCE
Benefits paid (74} (62} (13) - (87) (62) CfIFEH
Actuarfal gains 256 70 20 5 276 75  BHWE
2411 2137 199 178 2,676 2,315

The major categories of plan assets as a percentage of total plan assets are as

follows: Group and Company SRR F)

Local Scheme Expatriate Scheme

EXEHEEEENLHAEENE SR
{1

FHERHE BOMEOHE
7 2006 7 2005 2006 2005
Equities 72% 72% 72% 7% B
Bonds 28% 28% 27% 27% -t
Cash and others - - 1% 2% RERHEM
Total 100%  100% 100%  100% &

Allowing for current market condition, a range of potential returns may be
expected for the Schemes’ invested assets. Based on the Schemes’ benchmark
asset allocation of 70% in equities and 30% in bonds and cash, and allowing
for administration fees and other expense charged to the Schemes, the Company
has decided to adopt a long term return of 6.0% per annum.

Expected employer contributions for the year ending 31st December 2007 are
HK$29 million for Local Scheme and nil for Expatriate Scheme.

Other disclosure are as follows:

FRESMHBER  BREHNEFERENEE T
BRRANEEER - BRENBNEESBREERT G2
THRRBEMEEE  Go2THMBERRS L M
EZIHEEIHCTHEARL GRS - 20RERNE
FHAZ MRHEHEE -
ARBE_S9tE+-A=+-ALFE EXHFH
EEHBRENMERNEFENERF AR -TAA
ExRE-

HtERERWT

Group and Company EE R 228

Total &t
2006 2005 2004 2003 2002

(in HK3 Milfion) (B HET)

Fair value of plan assets 2,676 2315 2,139 1,906 1,356 ARHAELTE
Present value of obligations (2,155)  {2,052) {1,929 (1,678) (1,555 RENRE
Surplus/{deficit) 521 263 210 228 (199) EBH/EH)

This information is not reported as it is not readily available

Experience gains on scheme liabilities 87 | Evnshiaan. hersuinssan ourras. | STRIGEBERE
Experience gains on scheme assets 276 76 148 354 1 SHREREEE

ﬁgj HONG KONG AIRCRAFT ENGINEERING COMPANY {IMITED
EBRAIRERLSE
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16. Deferred taxation 16. BERH
The mavements on deferred taxation are as follows: EXEBANREMDT
Group R
Provisions %4
(in HK$ Million) (B EHERT)
Deferred tax assets BEHTEE
At 31st December 2004 11 —ETMES A=+ -9&H
Charged to profit and loss account (4) RBEBEPLHE
At 31st December 2005 7 —EZRF+-A=1-ALE
Credited to profit and less account 5 RBBEPEER
At 31st December 2006 12 “ERAFTZA=+-BEE
Group and Company
EEELT
Accelerated Retirement
tax benefit Tax

depreciation assets losses Others Total

EBARE  BAEEE HEmR Hit &5t
{in HK$ Miftion) (B EET)
Defarred tax liabilities BEHELR
At 31st December 2004 153 35 (1) {8) 169 —ZFBNF+_E=+-FB#E
Charged/{credited) to

profit and loss account 10 (4) h 11 28 REBREPHHE/GCR)
At 315t December 2005 163 3 - 3 197 ZEBERF+-EZ+-BEE
Charged/{credited) to
profit and loss account 37 - - {8) 29 AERERIHE)

At 31st December 2006 200 31 - (5) 226 —EZREY-"RE=1T-BHEH

Deferred tax is calculated in full on temporary differences under the liability
method. The tax rate used in respect of Hong Kong deferred tax is 17.5% (2605:
17.5%). Overseas deferred tax is calculated using tax rates prevailing in the
respective jurisdictions.

17. Stocks and work in progress
Stocks and work in progress are stated at the lower of cost, calculated on a
weighted average basis, and net realisable value.

BERADKEARERENER BN - BABE
ERERANRERATA 2 TANE (CREEFATAZ
HEBE) ST RENRE N EREARANRE
-

17. EREXxEIR
FERAR IRRUMETHEERFHRFHTREF

EMETHREEAR-

Group £E Company 23
2006 2005 2006 2005
{in HK3 Milfion} (R EER)
Carrying amounts at
net realisable value: LA FEAENREE -

Stocks 37 40 28 30 wH

Work in progress - 5 - 5 AELR
The remaining balances are carried at cost. BT EERRI LA AR -

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
FRERUIRERLA




18. Debtors and creditors
The credit terms given to customers vary and are generally based on their
individual financial strengths. Credit evaluations of trade debtars are performed

18. B R AR
BFEPHEHEEHTRAR  —RIEBHMER 0T E
BEAME - EMENARRESRAETEEFE  HE

periodically to minimise credit risk associated with receivables. BEREERAREOSTHER
Group £ Company 28]
2006 2005 2006 2005
{in HKS Mition) ((BMEET)
Trade debtors — in HK dellars 159 108 143 108 BUESRRA —#Ex
in US dollars 139 193 65 105 —Exn
in other
currencies 3 1 - - — HipEm
Amount due from subsidiary
companies - - a4 27 By ELRRE
Amgcunts due from jeintly
contrelled companies 19 13 14 10 By R ERRFE
Other receivables and
prepayments 185 162 178 159 Hih B BmE RN TS
505 477 444 409
Trade creditors — in HK dollars 28 15 27 14 BitBSEE —#1
in US dallars 87 12 19 9 — %X
in other )
currencies 76 3 4 2 — Hfb g
Amount due to subsidiary
companies - - 1 12 B A RE
Amounts due ta jointly
controlled companies 3 3 3 3 BAHELRHR
Dividend payable to minarity
shareholders 68 - - - ELHRERE
Other payables and accruals 697 520 545 398 HEESRERESER
959 581 599 438

The fair values of trade debtors and other receivables are not materially different
from their book values. The amounts due from/tc subsidiary and jointly controlled
companies are unsecured, interest free and on normal trade credit terms,

The aged analysis of trade debtors and creditors under six months was as follows:

EREZRERACERIENATERAREEERE
AR - MEBRAZLBABRIARAMEEAELT
HEAARER - R REEREEFEPMR -

BRERAEENENESBEERENERRENSH
mr

Group M Company ')
2006 2005 2006 2005
Debtors 99% 96% 99% 95% EWRE
Creditors 99% 98% 98% 97% B RE

HOMG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
EERMIEERAT




NOTES 7O THE ACCOUNTS

B AR E
19. Share capital 19. B %
Company 28]
2006 2005
Number of Number of
shares in HK$Million shares in HK$Millian

BHBE RAEBET igria o] BWEET
Authorised; RERF
Ordinary shares of HK$1.00 each SREEES1.0TER
At 31st December 210,000,000 210 210,000,000 210 t+t=A=+—-8#E
[ssued and fully paid: ERTRAERS
Ordinary shares of HK$1.00 each SREEER1.00TETER
At 31st December 166,324,850 166 166,324,850 166  TZ-A=1+-B&HE

During the year under review, no purchase, sale or redemption of the shares of EEOENEER ARERHEMBARLEEREBERS
the Company has been effected by the Company or its subsidiary companies on FrE - EREE QSRS o
the Heng Keng Stock Exchange.

20. Reserves 20. 50N
Capital redemption  Exchange translation Cash flow
Revenue reserve reserve reserve hedge reserve Total
WAt el ol Bk RERBEPE mit
2006 2005 2006 2005 2006 2005 2006 2005 2006 2005
{in HKS Miliion) ' (% EET)
Group : &x
At 1st January 3,331 2924 19 19 (4) - - - 3,346 2943 -—-B-BHEE
Profit attributable to the Company's
shareholders 847 618 - - - - - - 847 618 ~LEAREELEH
Previous year's final dividend paid (183} (128) - - - - - ~  (183) (128) EHEFERMERE
Current year's interim dividend paid ~ (108) (83} - - - - - - {t08) (83) EHEFEHTHEER
Current year's special dividend paid  (416) - - - - - - - {416) - C{IEFEHEHIER
Recognised during the pericd = - - - 1 (4) 2 - 13 (4) HMACER
At 31si December 3471 330 19 19 7 (4} 2 - 3499 3346 T-A=+-B&H
The Company 2,279 2,279 19 19 - - - - 2,298 2,298 A&
Subsidiary companies 586 461 - - 3 {4) 2 - 591 457 HBLH
Jeintly controlled companies 606 591 - - 4 - - - 610 591 HZEAF
3,471 3331 19 19 7 (4) 2 - 3,499 3,346
Company ) AT
At 1st January 2,316 1,953 19 19 - - - - 2,335 1972 —F-B&¥E
Profit attributable to the Company's
shareholders 707 574 - - - - - - 707 574 OERREEER
Previous year's final dividend paid (183) (128) - - - - - - {183) (128 EftLEERHRE
Current year's interim dividend paid (108}  (83) -’ - - - - - {108) (83) CEfZEEPHEE
Current year's special dividend paid {416} - - - - - - - (416) - EBHFFERRIRE
At 31st December 2,316 2,316 19 19 - - = - 2,335 2335 +t=ZA=t-H&EH

Distributable reserves of the Company at 31st December 2006, calculated under HEHEQARGAETIBGHE - AAR -8B E+Z
section 79B of the Hong Kong Companies Ordinance, amounted to HK$2,316 A=+ -BRETSRNREAES T -TAHE
million (2005: HK$2,316 millicn). A(CEZRFRER - T=E-T~B8R)

The revenue reserve includes HK$266 million (2005 HKS183 million) repre-  WuHHREFFERENHRERE (FiT10) BE_Fx
senting the recommended final dividend for the year {note 10), FTREET (CEERFREY-ENT=0HER) -

@ HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
EBRUTIBETRLA




21, Minority interests M. ERXERE

Group S

2006 2005
{in HKS Million) (BMAHT)
At 1st January 586 495 —f—-H&H
Additional interest in a subsidiary company (26) - BAKRBAREMES
Minority interests’ share of profits 181 92 LB RERNEG ST
Dividends payable to minarity interests (68) - EAFLBERERNEE
Exchange transiation reserve 7 (1) B S kA
Cash flow hedge reserve 2 - el e Spid e
At 315t December 682 586 +=f=+-—AagH
22, Receipt in advance 22 MERE
Advanced payment was received from Cathay Pacific Airways Limited in 2005 for BUHBENBESCERAA_SSEEMIMEAEE
storage services charges up to June 2018. At 31st December 2006, the current CE-NFERANBERENNAMEE - 2R Ft
poriion included in other payables under current fiabilities is HK$ 11 miltion (2005: ~ =AZ+—-B&H  RETABAMAT RBEFRERN
HK$11 million) while the non-current portion is HK$112 million (2005: HK$122 ~ REBIARN-—T-EAL(CPPIEHRRM-T-H
million). Ex) MERBBFRAARS - ToERA(Z¥RI

FhAB¥-EB-T-HHR)-

a HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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NOTES TO THE ACCOUNTS
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23. Notes to the consolidated cash flow statement
(a) Reconciliation of operating profit to cash generated from operations

. EERaRRENE
(o) BREANREXELNHRETENE

Group @
2006 2005
fin HK$ Miliion) (BMBEHET)
Operating profit 749 501 EEEF
Depreciation and amortisation 229 202 R
Loss on disposal of property, plant and equipment 1 2 HEYH  BERAKES
Operating profit befare working capital changes 979 705 R EEAE RPN AN
Decrease in retirement benefit assets 20 22 BHRANAERED
Increase in stocks and work in progress {(94) (16) EFEEATIZSM
Decrease/{increase) in debtors an¢ prepayments 20 (73) B W B TR R AL /(12 )
Increase in creditors and accruals 174 107 B R B AR R4S o
(Decrease)increase in receipt in advance (10) 122 FEE(E D) g M
Cash generated from operations 1,089 867 SEELINRS
{b) Analysis of deposits and bank balances at 31st December bt A=+-HAEANTREETEEIF
Group 80
2006 2005
{in HKS Mitlion) (B¥BRET)
Short-term deposits and bank balances 623 809 ERERRETLEE
Short-term bank loans repayable within
three months (64) (18) AR=EANMENERRTER
Cash and cash equivalents 559 91 RERREEMY
Deposits maturing after three months :;5 886 B-BABENER
4 77

The effective interest rates on these deposits of the Group ranged from 1%
to 5.52% per annum (2005: from 0.08% to 4.23% per annum) and of the
Company ranged from 3.5% to 5.22% per annum (2005: from 1.31% to 4.23%
per annumy). These deposits have an average maturity of 107 days (2005: 69
days) for the Group and 28 days (2005: 42 days) for the Company. Inctuded
in deposits and bank balances are bonds and entrusted loans denominated in
Renminbi amounting to HK$308 million (2005: HK368 million).

Short-term bank loans denominated in US dollars are nil {2005: HK$15 million)
and HK dollars amounted to HK364 million (2005: HK$3 million). They are
unsecured, bear interest at effective interest rates ranged from 4.20% to 4.52%
(2005; 4.51% to 4.71%) per annum and are repayable within three months from
the balance sheet date. The carrying amounts approximate their fair values.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
ERARIRAACH

MEKEFZNERAEREFI%ESNR% (ZE2F1F
RERT0.08%F4.23%)F %  ARANRBAERNESE
35%ES.22% (BB L FAETF1.IN%BEL2%)TE «
EMEEERNTHERE-BSLB(ZRRIEA~TR
B8) 28RAZTAR-SSLFHAM+=A) - FRER
THEFERNARSARANBARERNR S HIEEN
=HeNFEL (CEBEERENATAGHER) -

HERRABANERRTERLS (CSRRFAEN-F
LRAR)  HUERAARLMEZRRTARMABYAT
mEEL (CSTIFREN-EHEL) - REHEBURE
1 BL20%F452% (ZSRRFHIS%ELTI%) NH
MENRNE  AREHREZEARMNE - ARERHELD
FEES -




24. Capital commitments

2. REXEEWR

Group M Company 27
2006 2005 2006 2005
{in HK$ Million) (B HET)
Contracted but not provided for
in the accounts 297 452 193 366  ESTHEREREPFER
Authorised by Directars but not
cantracted for 1,187 565 567 133 BESRKEERTH
1,484 1,017 760 499
The Group's share of capital
commitments of jointly controlled FRT RS EREL L
companies not included above: DENEREARTDT
Contracted but not provided
for in the accounts 32 1 B BRI RER LR
Authorised by Directers but
not contracted for 6 14 BESBIEBRTH

Capital commitments are mainly related to the construction of the third hangar
at the Hong Kong International Airport by the Company, the fifth and sixth
hangars at Xiamen, Mainland China by TAECO and a landing gear overhaul
facility in Xiamen.

The landing gear facility, Taikoo (Xiamen} Landing Gear Services Company
Limited (50.2% owned by HAECO and 12.0% owned by TAECO), was formed in
March 2007 and is planned to start operations in mid 2008.

EAHAATEREMOAREEERMEREZ =M
B BAASRBIECARPERSHMIRRETRE
FEHEE - SRR P - B R A BRI -

PRARRELAEMALEERGBREIRAT(E
BIRE50.2%KE  ERALTREIREAGGE12.0%%
B) RCSRLF- ARV EHIAR-FFNFREA -

25. Lease commitments 25. HR* MM
At 31st December 2006, future aggregate minimum lease payments under non- ~ =BFAF+=H =+-HEE  RTTREEXREAR
cancellable operating leases were as follows: HRRFEREZHARNT .
Group and Company
MR LE
2006 2005
{in HK$ Million) (B EHT)
Land and buildings: T RET:
Leases expiring: B
Not later than ane year 73 48 —FA
Later than one year but not later than five years 289 219 —FHEBEFA
Later than five years 2,013 1,122 nE#E
2,375 1,389

] HONG OHG ARCRATT ENGIKEERIG COMPANY LMITED
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NOTES TO THE ACCOUNTS
BEHE

26. Related party and continuing connected transactions

The Group has a number of transactions with its related parties and connected
persons. Details of its compensation of key management are set out in notes 5
and 6. All trading transactions are conducted in the normal course of business
at prices and on terms similar to those charged to/by and contracted with other
third party customers/suppliers of the Greup. The aggregated transactions and

26 FMAATERARNIAITS

EEEETERRBAL XA RBERXS - SEARTIRER
ABRENEREHE - RAZSRMEOIR - FERA
MEERERBITESD  AEXREGUEREMEHE=
FEFIMEEMEZRE ST ANTERESEE - 20
NEARREALFRAMETRBNEZRHRAEN

BE HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
HEERATERR LA

baiances which are material to the Group and which have not been disclosed EmT
elsewhere in the annual report are summarised below:
lointly controlled
companies Other parties Total
Note HBDH) HitA+ gﬁ
BisE 2006 2005 2006 2005 2006 2005
fin HKS Milion) ' (BREHR)
Revenue from provision of services: BRI TSR
Line mafntenance and total care BERERBZHRA S WE
package charges for AHK Air Hong HABEEEREEESS
Kong Limited a - - 50 28 50 28 EhHE#R
Aircraft maintenance, inventory
management and logistics support mEERETRL AW
charges for Cathay Pacific Airways RELKH  EEEERR
Limited - - 1195 (116 1,195 L1116 MEXER
Other revenue B 103 382 30 493 133 HiW A
CoMm 103 1,627 1,174 1,738 1,277
Purchases: ' BEEE :
Costs payable to John Swire &
Sons {H.K.) Limited on services HEBGEOFEALER
agreement BRLAZFTNES
- Service fees paid during the year a 26 12 26 12 — AR RER
- Expenses reimbursed at cost a 15 16 15 16 — BEEAERA
Subtotal subject to reporting ' EREGRELRIEETH
cap a a1 28 41 28 et
- Change in accrual for service fees g 2 9 — BB RERE
- Share of administrative services 2 2 2 — ARITRERR
Total 45 39 45 39 a5t
Property insurance placed through '
SPACIOM, a captive insurance B~-XHALTRHGERLTZ
company wholly owned by Swire RRENERARRBRAR
Pacific Limited 3 4 3 4 SPACIOMB R ERE
Spares purchases from Cathay
Pacific Airways Limited 17 17 17 17 HEEREERAGRBEEY
Other purchases ¢ 8 6 91 3 99 9 HitpAEEE
8 6 156 63 164 69
Balance at 31st December: +ZA=t— Rk
Debtars and prepayments d. 19 13 276 137 295 150 EHRENERA
Creditors ang accruals d 3 3 23 29 26 32 B R R ERIE




26. Related party and continuing connected transactions (cont’d)

Notes:

8. These transactions fall under the definitian of “continuing connected transactions” in Chapter 14A of the Listing
Rules as detaifed in note e. The other iransactions are not connecied transacticns or continying conrecied
transactions which give rise to any disclosure or athes obligations under Chapter 14A of the Listing Rules.

b. Revenue from jointly controlled companies mainly came from provision to HAESL of engine component repairs and
facilities rental on an commercial arm’s length besis and of certain administrative services charged at cost.

¢. Purchases from jointly controlled companies comprised mainly aircraft companent overhau! charges by HAESL,

d. These outstanding balances are included in “debtors and prepayments” and "wreditors and aceruals” respectively
in the consofidated and company balance sheets.

a. Centinuing connected transactions during 2006:
The Graup had the following continuing connected transactions, details of which are set out below:
{a) AHK Air Hong Kong Limited {"AHK”)

(i) Totat Care Package Contract {"TCP Contract™)
Pursuant to the TCP Contract dated 9th September 2004 with AHK, the Company provides & iotal care
package for AHK's fleet of Airbus 300-600 freighters, The service includes acquiring an
inventory of spares ior leasing to AHK and providing management, logistic support and maintenance
to this inventory. Payment is made in cash by AHK within 45 days of receipt of invoice for services
performed by the Company. The term of the contract is for eight years from 10th September 2004. AHK
may extend this for a first term of twelve months and thereafier for a second term of eighteen months.

(i) Line Maintenance Contract (“LM Contract”)
Pursant e the LM Contract with AHK dated 9th September 2004, the Company provides line maintenance
services for AHK's fleet at Hong Keng International Airport. The services include routing maintenance check,
non-routine maintenance, actions 1o address inbound technical issues, ad-hoc maintenance support, ramp
services, materiat supplies, toling supplies, aircraft release and certification, and aircratt on ground suppert.
Payments are made in cash by AHK within 30 days of receipt of invcice for the services performed by the
Company. The term cf the LM Contract s for five years from 12th September 2004,

AHK is & connected person of the Company because it is a subsidiary of CX which is a substantial shareholder

of the Company. The transactions under the TCP Contract and the LM Contract are continuing connected

transactiens in respect of which announcements dated 13th Septamber 2004, 16th February 2006 and 14th

February 2007 were published.

For the yeas ended 31st December 20086, the fees payable 1o the Company by AHK were HX$37,871,000

under the TCP Cantract which exceeded this contract’s cap of HX$30,151,000 and HK$12,078,000 under the

LM Contract of which was within the cap for this contract. The cap for the TCP Contract was exceeded

due to an increased volume of non-routing work requiring additional material supply under the TCP Contract.

Furthermore the amount of line maintenance work is projected to increase due to further fleet and schedule

growth, After considering the information now available, the Company published an announcement dated 14th

February 2007 for revising the annual caps on the estimated amount of fees payable by AHK ta the Company

far 20072009 to (i) HK352.7 miltion, HX$55.0 mitlion and HK$62.0 million respectively under the TCP

Contract; and (i} HK$18.4 million, HX$20.6 million and HK$16.0 million respectively under the LM

Contract,

fb} Cathay Pacific Airways Limited {"CX”)
The Company and its non-wholly owned subsidiary Taikoo (Xiamen) Aircraft Engineering Company Limited
("TAECD") entered into service agreements ("New Agreements”) with CX on 10th November 2005 for the
pravision of services by the Company and TAECO to CX's aircraft fleet. The services comprise line maintenance,
base maintenance, comprehensive stores and logistics support, component and avionics overhaul, material
supply, engineering services and ancillary services at Hong Kong International Airport andfor Xiamen. Payment
is made in cash by CX to the CompanyTAECO within 30 days upon receipt of the invoice. The term of the New
Agreements is from 1st January 2006 to 315t December 2007.
CX is a substantial shareholder and therefore a connected person of the Company under the Listing Rules,
The transactions under the New Agreements are continuing connected transactions in respect of which an
announcement dated 10th November 2005 was published and a circular dated 22nd November 2005 was sent
to shareholders.
For the year ended 315t December 2006, the fees payable by CX to the Company and TAECO under the New
Agreements totafled HK$941 millicn and HK$.254 million respectively.

{c} John Swire & Sons (M.} Limited ("JSSHK ")
Pursuant to an agreement dated 1si December 2004 (*JSSHX Services Agreement”) with JSSHE, JSSHK
provides services 1o the Company and its subsidiaries. The services comprise full or part time services of
members of the staff of the Swire group, other administrative and similar services and such other services &s
may be agreed from time 1o time, They also include advice and expentise of the dicectors and senior officers
of the John Swire & Sons Limited {"Swire"} group indluding {but not limited 10} assistance in negotiating with
regulatory and other governmental ar offical hodies.
In return for these sevices, JSSHK receives annual service fees calculated as 2.5% of the Company's
conselidated profit before taxation and minority interests after certain acjustments. The fees for each year are
payeble in cash in arrears in two instalments, an interim payment by the end of October and a final payment
by the end of April of the following year, adjusted 1c take account of the interim payment. The Company also
reimburses the Swire group for ak the expenses incurred in the provision of the services at cost.
The term of the JSSHK Services Agreement is. from 1st January 2005 to 31st December 2007 and is renewable
for successive periods of three years thereafter unless either party 1o it gives to the ather notice of terminaticn
of not less than three months expiring on any 31st December.
Swire is the holding company of Swire Pacific Limited which owns approximately 32.7% of the issued
capital of the Company and JSSHX, a wholly owned subsidiary of Swire, is therefare a connected person of the
Company under the Listing Rules, The transactions under the JSSHK Services Agreement are continuing
connected transactions in respect of which announcements dated 1st December 2004 and 7th March 2006
were published.
For the year ended 31st Becember 2006, the fees paid by the Company 10 JSSHK unde the JSSHK Services
Agreement totalled HKS 26 million and expenses of HK$15 million were reimbursed at cost.
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NOTES TO THE ACCOUNTS
BEHE

27. Principal subsidiary and jointly controlled companies

at 31st December 2006

27. TEMBLERARLE
R_BBRF+_A=Z+—HEX

Owned by
subsidiary
and jointly
Place of controlled
incorporation companies  Attributable
and operation Owned §RATR to the
Lidiil A8 ) Principal activities Issued share capital directly HETRF Group
32 £33 BRITHBA ORET A nmiss
Subsidiary companies:
HE2E :
South China Aero Technology Limited Hong Kong  Aviation products trading Share capital of HK$500,000  60% - 60%
ERMLEiER AR EiE FEERHES HMI500,000 7 R 25
Taikoo (Xiamen) Aircraft Engineering Xiamen Aircraft overhaul and Registered capital of 56.6% - 56.6%
Company Limited* mr maintenance US$41,500,000
URASEAMIRERAS" REALEGERYE 41,500,000 TR AR
Jointly controlled companies:
#fpRH:
HAECO ATEC Component Service Ltd. Kong Kong  Aircraft component repair Share capital of HK$2,000,000  50% - 50%
{fosmerly named EADS SOGERMA Bl services 72,000,000 k2 2
HAECO Services Company Limited) RIS E R
(A5 EADS SOGERMA HAECC Services
Company Limited)
Goodrich Asfa-Pacific Limited Hong Kong  Carbon brake machining and  Share capital of HK$9,200,000  49% - 49%
& wheel hub overhaut #%0,200,0005T 12 2
BHYE S TR AR AS
Goodrich TAECO Aeronautical Systems  Xiamen Aircraft fuel contral, flight Registered capital of - 35% 19.8%
(Xiamen) Company Limited* KIPg control and electrical 1J$$5,000,000
PMPRTASFHRERAE" component repairs 5,000,000% LA AT
REfb RN ReEYE
BOBRARER
Honeywell TAECO Aercspace (Xiamen) Xiamen Aircraft hydraulic, pneumatic,  Registered capital of 25% 10% 30.7%
Company Limited* BP9 avionic component and ather  US$5,000,000
DMBRERAALFVERLT" aviation equipment repairs 5,000,000& THRES
RATE - (B - HRHAR
REMERREERY
Hong Xong Aero Engine Services Limited  Hong Kong ~ Commercial aero engine Share capital of HK$200 45% - 45%
BEEMTZRBBESBEARLE it overhaul services BW200TRS
FARESIBAEER
IN-Services Asia Limited Hong Kong  Aircraft component trading Share capital of HK$7,800,000  35% - 35%
& and repair services 7,800,000 TR
REFHES REERE
Singapore Aero Engine Services Pte. Limited  Singapore Commercial aero engine Registered capital of - 20% 9%
FNERERDEERRBEERLT § i overhaul services Us$54,000,00¢
BARSSI RAERE 54,000,000 % LA R4
Taikoo (Shandong) Aircraft Engineering  Shandong Heavy maintenance services Registered capital of 30% 10% 35.7%
Campany Limited* IR for narrow-bedied aircraft RMBE86,000,000
LWRASRBIEARLT" B RS A REERE 86,000,000 A R4F 1 ME A

Principal subsidiary and jointly contrelled companies are those which, in the

opinion of the Directors, materially affect the results or assets of the Group.

* Equity joint venture registered in Mainland China.
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PRINCIPAL ACCOUNTING POLICIES
TEERHER

1. Basis of preparation

The accounts have been prepared in accordance with Hong Kong Financial Reporting
Standards {"HKFRS") and the disclosure requirements set out in the Listing Rules of the
Hong Kong Stock Exchange. The accounts have been prepared under the historical cost
convention.

The praparation of accounts in confarmity with HKFRS requires the use of cartain critical
accounting estimates. It alse requires management to exercise its judgement in the
process of applying the Group's accounting policies. The aseas involving a higher degree
of judgement or complexity, or areas where assumptions and estimates are significant to
the accounts, are disclosed in Note 2 to the accounts.

In 2006, the Group adopted the following new or revised standards and interpretations
of HKFRS below, which are relevant to its operations. Where applicable, the 2005
comparatives have been amended as required.

F-IKAS 19 (Amendmen?) Aciuarial Gains and Losses, Group Plans and Disclosures |

The Group has not early adopted the following new standards or interpretations that have
been issued but are not yet effective. The adoption of such standards or interpretations
would not result in substantial changes 1o the Group's accounting policies.

Effective for accounting periods
beginning on or after
15t March 2006

HK{IFRICInt 7 Applying the Restatement Appreach

under HKAS 29

HK({IFRIC)-Int 8 Scope of HKFRS 2 1si May 2006

HK{IFRIC)Int & Reassessmeni of Embedded Ist June 2006
Derivatives

HK{FRIC)-Int 10 interim Financial Reporting and 15t November 2006
Impairment

HKFRS 7 Financial Instruments; Disclosures 1st January 2007

HKAS 1 Presentation of Financial Statements: | 15t January 2007

{Amendment) Capital Disclosures

HK{IFRIC)-Ing 11 HXFRS 2-Group and Treasure Share 15t March 2007

Transactions

2. Basis of consolidation
The consolidated accounts incorporate the accounts of the Company and its subsidiary
companies made up 1o 31st December.

Subsidiary companies are fully consolidated from the date on which control is transferred
to the Group. They are de-consolidated from the date that cantrol ceases.

The purchase method of accounting is used to account for the acquisition of subsidiary
companies by the Group. The cost of an acquisition is measured as the fair value of the
assets given, equity instruments issued and liabilities incurred or assumed &t the daie of
exchange, plus costs directly attributable to the acquisition. Identifiable assets acquired
and liabilities and contingent liabilities assumed in a business combination are measured
initially at their fair values at the acquisition date, irrespective of the extent of any minarity
interest, The excess of the cost of acquisition aver the fair value of the Group’s share of
the identifiable net assets acquired is recorded as goodwill. If the cost of acquisition is
less than the fair value of the net assets of the subsidiary company acquired, the difference
is recognised directly in the profit and foss account.

Intercompany transactions, balances and unrealised gains on transactions between Group
companies are eliminated upon censolidation. Unrealised fosses are also eliminated unless
the transaciion provides evidence of an impairment of the asset transferred. Accounting
palicies of subsidiary and jointly controlled companies have been changed where necessary
1o ensure consistency with the policies adopted by the Group.

Minerity interests in the balance sheet comprise the outside shareholders’ proportion of
the net assets of subsidiary companies.
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PRINCIPAL ACCQUNTING POLICIES
TROHAER

3. Subsidiary companies

Subsidiary companies are those compznies in which the Group, directly or indirectly, has
an interest of more than half the voting powers or otherwise has the power to govern the
financial and operating policies.

In the Company's balance sheet investments in subsidiary companies are stated at cost less
provision for any impairment losses. The results of subsidiary companies are accounted for
by the Company on the basis of dividends received and receivable.

4. Jointly controlled companies

A joint venture is a contractual arrangement whereby the Group and other parties
undertake an economic activity which is subject to jeint contrel and nene of the
participating parties has unilateral control over the economic activity of the entity.

The consolidated profit and loss account includes the Graup's shaie of results of jointly
controlled companies. In the consolidated balance sheet, the investment in jointly
controlled companies represents the Group's share of net assets. When the Group's
share of losses in a jointly conirolled company equals or exceeds its interest in the jointty
controlled company, including any other unsecured receivables, the Group does not
recognise further losses, unless it has incurred obligations or made payments on behalf
of the jointly controlled company. Results reported by jeintly controiled companies are
changed where necessary to ensure no material inconsistency with differences from the
accounting policies adopted by the Group. No such adjustment was required for the
results reported in these accounts.

In the Company’s balance sheet, investments in jointly controlled companies are stated at
cost less provision for any impairment losses. The results of jointly controlled companies
are accounted for by the Company on the basis of dividends received and receivable.

5. Foreign currency translation

Items included in accounts of each of the Group's entities are measured using the currency
of the primary economic environment in which the entity operates (“the functional
currency”). The consolidated accounts are presented in Hong Kong dollars, which is the
Company’s functional and presentation currency.

Foreign currency denominated monetary assets and liabilities and the balance sheets
are translated into Hong Kong dollars, the Group’s functional currency, at the rates of
exchange ruling at the balance sheet date. Foreign currency transactions during the year
are translated at the market exchange rates ruling at the transaction dates. Exchange
differences are reflected in the profit and loss account except for unrealised differences
on net investments in foreign subsidiary and jointly controlled companies which are taken
directly to reserves.

The balance sheets of forgign subsidiary and jeintly controlled companies denominated in
foreign currencies are translated at the rates of exchange rufing at the balance sheet date
whilst the profit and loss accounts are translated at the weighted average exchange rates
during the year. When foreign subsidiary or jointly controlled companies are sold, such
exchange differences are recognised in the profit and loss account as part of the gain or
loss on sale,

Goodwill and fair value adjustments arising on the acquisition of a fareign entity are
treated as assets and lizbilities of the foreign entity and translzted at the dlosing rate.

6. Assets under operating leases
Leases where substantially all the rewards and risks of ownership of assets remain with
the leasing company are acgounted for as operating leases.

Payments made and due under operating lease agreements are aggregated and charged to
operating profit evenly over the periods of the raspective Jeases.
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7. Property, plant and equipment

Property, plant and equipment are carried at cost less accumulated depreciation and
accumulated impairment Josses. Cost includes expenditura that is directly atiributable to
the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate
asset, as appropriate, only when it is probable that future economic benefits associated
with the item will flow to the Group and the cost of the item can be measured reliably.
All other repairs and maintenance are expensed in the profit and loss account during the
financial period in which they are incurred.

Rates of depreciation are calculated using the straight line method to allocate the cost of
property, plant and equipment to their residual values over their estimated useful fives.
Depreciation rates in use for property, plant and equipment are as follows:

7.8 -ERER®
W% BERRERNZERANF AR ANBEAGANE - Bi5 8
EEEEMIER TS RAMYE -

HERSACRZERAENARERASH TRBHRNAME - Tk
AEEHTEABRINERT AR ETENEOERERA
RUNAE (REAEBANE} - ASAESRREERTRAE
LR BRI M T A AR -

FEELERLZEDE - BAERRAGAHTREATHIBRR
FEAMBMEGT R - BERREERNFEENT

BYEEFRIE 25% Z 10%
Buildings and building facilities 2.5% to 10% B BE - BELIA 9% E 33%
Equipment, plant, machinery and tools 9% 10 33% AR 18% E 20%
Motor vehicles 18% to 20% ARGt 7%
Rotable spares 7% ARTAHERET 24
Plant and buildings under construction Nil

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at
each balance sheet date.

Where the carrying amount of an asset is greater than its estimated recoverable amount,
an impairment loss is recognised io reduce the asset io its recoverable amount.

The gein ar loss on dispasal of property, plant and equipment represents the difference
between the net sales proceeds and the carrying amount of the asset, and is recognised in
the profit and loss account,

8. Intangible assets

(it Goodwill
Goodwill arising on consolidation represents the excess of cost of acquisition
of subsidiary and jointly controlled companies over the Group's share of the fair
value ascribed to the separable net assets at the date of acquisition. Goodwill on
acquisitiens of subsidiaries is included in intangible assets. Goodwill on acquisitions
of jointly controlled companies is included in investments in jointly controfled
companies. Goodwill is tested annually for impairment and carried at costs less
accumulated impairment losses. Any impairment arising on geodwili is recognised in
the profit and loss account immediately. Gains and losses on the disposal of an entity
include the carrying amount of goodwill relating to the entity sald.

Goodwill is allocated to cash-generating units ("CGU™) for the purpose of impairment
iesting. The recoverable amount of a CGU is determined based on value-in-use
calculations.

(i) Computer software
Costs associated with developing or maintaining computer software programmes are
recognised as an expense as incurred. Costs that are directly associated with the
acquisition of identifizble and unique software products controlled by the Group, and
that will probably generate economic benefits exceeding costs beyond one year, are
recognised as intangible assets.

Computer software costs are amortised over their estimated wseful life of five years.

9. Impairment of assets

Asseis that have an indefinite useful life are not subject to amortisation, but are tested
at least annually for impairment and are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable,
Assets that are subject to amortisation are reviewed for impairment whenever events
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PRINCIPAL ACCOUNTING POLICIES
TERHER

or changes in circumstances indicate that the carrying amount may not be recoverable.
An impairment loss is recognised for the amount by which the asset’s carrying amount
exceads its recoverable amount. The recoverable amount is the higher of an asset’s fair
value less costs to sell and value in use. For the purposes of assessing impairment, assets
are grouped at the lowest levels for which there are separately identifiable cash flows
(cash-generating units).

10. Stocks and work in progress

Stocks and work in progress are stated at the lower of cost, calculated on a weighted
average basis, and net realisable value. Net realisable value is detarmined on the basis of
anticipated sales proceeds less estimated selling expenses.

11. Debtors
Provisicn is made against debtors to the extent they are considered to be doubtful.
Debtors in the balance sheet are stated net of such provision.

12. Cash and cash equivalents
Deposits and bank balances are carried in the balance sheet at cost.

For the purposes of the cash flow statament, cash and cash equivalents comprise cash in
hand, amounts repayable on demand from banks and finandial institutions and short-term
liquid investments which were within three months of maturity when acquired, fess bank
overdrafts and short-term bank loans repayable within three months.

13. Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred.
Transaction costs are incremental costs that are directly attributabla to the financial
liability, including fees and commissions paid io agents, advisers, brokers and deaiers,
levies by regulatory agencies and securities exchanges, and transfer taxes and duties.
Borrowings are subsequently stated at amortised costs; any difference between the
procaeds (net of transaction costs) and the redemption value is recognised in the profit
and less account over the period of the borrawings using the effective interest method.

Borrowings are classified as current liabilities unless the Group has an unconditional right
to defer settlement of the liability for at least twelve months after the balance sheet date.

14. Deferred taxation

Deferred taxation is provided in full, using the liability method, on temporary differences
arising beiween the tax bases of assets and liabilities and their carrying amounts in
the accounts. However, if the deferred income tax arises from initial recognition of an
asset or liability in a transaction other than a bisiness combination that at the time of
the transaction affects neither accounting nor taxable profit or loss, it is not accounted
for. Taxation sates enacted or substantively enacted by the balance sheet date and are
expected to apply when the related deferred income tax asset is realised or the deferred
income 1ax liability is settled are used to determine deferred taxation.

Deferred tax assets are recognised 10 the extent that it is probable that future taxable
profit will be available against which the temporary differences can be utifised.

Deferred taxation is provided on temporary differences arising on investments in subsidiary
and jointly cantrolled companias, except where the timing of the reversal of the temparary
difference can be controlled and it is probable that the temporary difference will not
reverse in the foreseeable future.

15. Provisions

Provisions are recognised when the Group has a present legal or constructive obligation
as a result of past events; it is more likely than not that an outflow of resources will be
required to settle the obligaticn; and the amount has been reliably estimatad.
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Where there are a number of similar obligations, the fikelihood that an outflow will be
required in settlement is determined by considering the class of obligations as a whole. A
provision is recognised even if the likelihood of an outflow with respect to any one item
included in the same class of obligatiens may be small.

16. Turnover and revenue recognition

Turnover represents the aggregated amounts invoiced to customers and changes in work
in progress. invoices are raised either on completion or on stage completion depending
on the terms of individual contracts. For incomplate contract work, revenue recognised
represenis cost of work incurred which is valued on the same basis as work in pragress.
Toial revenue recognised for the completed contract is equal to the aggregated amounts
invoiced for the contract. Finance income is recognised on an accrual basis. Dividend
income is recognised when the right to receive payment is established.

17. Staff benefits

(i} Retirement benefits
The Company affers either Mandatery Provident Fund {"MPF") or ane of two
defined benefit retirement schemes to staff. The latter schemes are held under trust
arrangements and actuarially valued as required on a regular basis using a prospective
actuarizl valuation method. They are funded in accordance with the actuarial
recommendation,

The Company's cantributions to the MPF are charged to the profit and loss account
as incurred. For the two defined benefit schemes, retirement banefit costs, which are
assessed using the projected unit cradit method, are charged to the profit and loss
account. Under this methad, plan assets are measured at fair value; retirement benefit
obligations are measured &s the present value of the estimated future cash flows by
refarence to market yields on Exchange Fund Notes, which have terms to maturity
approximating the terms of the related liability. Actvarial gains and losses to the
extent of the amount in excess of 10% of the greater of the present value of the plan
obligations and the fair value of plan assets are recagnised in the cansolidated profit
and loss account over the expected average remaining service lives of the participating
employees.

The above calculations are performed annually by an actuary or the administraticn
manager of the schemes.

Taikoo {Xiamen) Aircraft Engineering Company Limited {"TAECO") pays coatributions
to the required statutory retirement scheme for its local employees. The scheme is
operated by the Mainland China government. In additicn, it operates a defined cost
contribution scheme for employees who have worked for more than five years. Both
TAECO and the emplayees are required to contribute to the scheme. Contributions ta
the schemes are expensed as incurred,

(ii) Staff leave entitlements
Costs related to staff annual leave are recognised as the leave accrues io stafi,

18. Dividend distribution
final dividends are recognised as a liability on approval by the Company's shareholders.
Interim dividends are recognised as a kiability on approval by the Company's Board.

19. Related parties

Related pasties are individuals and companies, including subsidiary, fellow subsidiary and
jointly contrelled companies, where the individual, company, or group has the ability,
directly or indirectly, to control the other party or exercise significant influence over the
party in making financial and operating decisions.
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